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BEFORE THE PUBLIC UTILFTIES COMMISSION 

OF THE STATE OF HAWAII 

In the Matter of 

PUBLIC UTILTTIES COMMISSION 

Instituting a Proceeding to Investigate 
Implementing a Decoupling Mechanism for 
Hawaiian Electric Company, Inc., Hawaii 
Electric Light Company, Inc., and Maui 
Electric Company, Limited 

DOCKET NO. 2008-0274 

JOINT FINAL STATEMENT OF POSITION OF 
THE HECO COMPANIES AND CONSUMER ADVOCATE 

Hawaiian Electric Company, Inc. ("HECO") and its subsidiaries Maui Electric 

Company, Limited ("MECO") and Hawaii Electric Light Company, Inc. ("HELCO") 

(referred to jointly as the "HECO Companies" or the "Companies"'), and the Division of 

Consumer Advocacy of the Department of Commerce and Consumer Affairs (the 

"Consumer Advocate"), herein provide their Joint Final Statement of Position ("SOP"). 

The HECO Companies and the Consumer Advocate filed a joint proposal on 

decoupling as part of their Initial Joint Statement of Position which was filed March 30, 

2009. Several documents are attached hereto as part of the Final SOP. 

o Exhibit A (Revenue Balancing Account Tariff provision); 

o Exhibit B (Revenue Adjustment Mechanism Tariff provision); 

' "Company" refers to any one of the individual HECO Companies. 
^ In accordance with the Order Approving, with Modifications, Stipulated Procedural Order Filed on 
December 26, 2008, issued by the Commission on January 21, 2009, the Parties' Final Statements of 
Position are lo be filed on May 11, 2009. 
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o Exhibit C (summary of decoupling proposal agreement in matrix format) 

and Attachments 1 to 4 thereto; 

o Exhibit D (deadband concept around fixed sales heat rates); 

o Exhibit E (HECO Companies status report on certain clean energy 

initiatives). For further clarification regarding the revisions to Exhibits A 

and B from the Original Joint Decoupling Proposal and the Final SOP. 

Exhibits A-1 and B-1 are also attached, representing "redline" versions of 

changes made to the original documents submitted by the HECO 

Companies and the Consumer Advocate on March 30, 2009. (Note: 

Exhibits A and B are "clean" versions of the Final SOP documents which 

accept the changes highlighted in Exhibits A-1 and B-1.) 

The Joint Decoupling Proposal includes a sales decoupling mechanism, which 

will be implemented through a Revenue Balancing Account and a Revenue Adjustment 

Mechanism. The purpose of the sales decoupling mechanism is to remove the linkage 

between utility sales and revenues, in order to encourage energy efficiency. The purpose 

of the Revenue Adjustment Mechanism is to adjust revenues decoupled from sales to 

reflect changes in revenue requirements between rate cases, which should help maintain 

the utility's financial integrity and ability to invest in the infrastructure necessary to meet 

Hawaii's 70% clean energy objective, while maintaining reliable service to customers. 

The specific tariff provisions included in the Joint Decoupling Proposal are (1) a 

Revenue Balancing Account ("RBA") Provision, as set forth in Exhibit "A", and (2) a 

Revenue Adjustment Mechanism ("RAM") Provision, as set forth in Exhibit "B". 

Exhibit "C" is also included to compare the preliminary proposals of the Companies and 
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the Consumer Advocate, as filed on January 30 in this Docket and proposals of the 

Companies and the Consumer Advocate as filed as part of the joint initial proposal on 

decoupling and Statement of Position on March 30, 2009, to the specific provisions set 

forth in Exhibits A and B that have now been agreed upon by the Companies and 

Consumer Advocate. (Exhibit C is shown in "redline" format, marked to show the 

changes made to the comparison that was submitted as part of the March 30, 2009 joint 

proposal on decoupling and Initial Statement of Position. Exhibits A, B and C are 

illustrative and would apply to HECO, while several modifications described herein 

would be required to conform these RBA and RAM tariffs for application to MECO and 

HELCO. 

I. INTRODUCTION 

A. HA WAD CLEAN ENERGY INITIATIVE ("HCEI") AGREEMENT 

The Joint Decoupling Proposal is intended to be consistent with the decoupling 

mechanism agreed to in the landmark Energy Agreement among the State of Hawaii, 

Division of Consumer Advocacy of the Department of Commerce and Consumer Affairs, 

and the Hawaiian Electric Companies. 

On October 20, 2008, the Governor of the State of Hawaii, the State of Hawaii 

Department of Business, Economic Development and Tourism, and the Consumer 

Advocate and the HECO Companies entered into this comprehensive agreement, 

generally identified as the Hawaii Clean Energy Initiafive ("HCEI") Agreement,"* 

^ Energy Agreement among the State of Hawaii, Division of Consumer Advocacy of the Department of 
Commerce & Consumer Affairs, and Hawaiian Electric Companies, generally identified as the "HCEI 
Agreement". 
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designed to move the State away from imported fossil fuels and toward renewable 

energy. 

The HCEI Agreement acknowledges that the signatories of the agreement must 

"move more decisively and irreversibly away from imported fossil fuel for electricity and 

transportation and towards indigenously produced renewable energy and an ethic of 

energy efficiency." While memorializing the commitment by the signatories to support 

the acceleraUon to a much more renewable, distributed and intermittent-powered system 

with a smart grid,"* the signatories also recognized the "need to assure that Hawaii 

preserves a stable electric grid to minimize disruption to service quality and reliability. 

In addition, we recognize the need for a financially sound electric utility. Both are vital 

components for our achievement of an independent renewable energy future."^ 

In Section 28, "Decoupling from Sales", of the HCEI Agreement, the signatories 

agreed to a decoupling mechanism that separates ("decouples") the HECO Companies' 

revenues from energy sales. Section 28 states: 

".. .The parties agree in principle that it is appropriate to adopt a decoupling 
mechanism that closely tracks the mechanisms in place for several California electric 
ufilities, as follows: 

The Energy Agreement discusses and documents a number of new initiatives and renewable energy 
projects that will assist in achieving the State's goal of promoting and increasing the use and development 
of renewable energy resources. These programs and projects include but are not limited to: a competitive 
request for proposal for 100 MW of non-firm renewable energy on Oahu, small, medium and large wind 
projects on all islands which could total nearly 500 MW, wasle-to-energy projects in the range of 30 MW, 
ocean thermal projects (potentially up to 100 MW), the increased use of biofuels where appropriate, 
proposed solar, biomass, wave and geothermal projects in the range of 40 MW and development of both a 
Photovoltaic ("PV") Host program and a feed-in tariff ("FIT") program. 
^ The HCEI Agreement includes commitments to encourage the Commission to modify the traditional 
ratemaking model by implementing (i) revenue decoupling, and (ii) a formula RAM allowing rales to 
increase between general rate cases, and (iii) surcharge rate recovery of selected Clean Energy 
Infrastructure ("CEI") project costs. Renewable Energy Infrastructure Program ("REIP") Surcharge 
proposals have been considered by the Commission in Docket Nos. 2007-0008 and 2007-0416 and in the 
pending Advanced Metering Infrastructure ("AMI") Docket No. 2008-0303. 
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1. The revenues of the utility will be fully decoupled from sales/revenues 
beginning with the interim decision in the 2009 Hawaiian Electric Company Rate 
Case (most likely in the summer of 2009). 

The utility will use a revenue adjustment mechanism based on cost tracking 
indices such as those used by the California regulators for their larger utilities or 
its equivalent and not based on customer count. Such a decoupling mechanism 
would, on an ongoing basis, provide revenue adjustments for the differences 
between the amount determined in the last rate case and: 

(a) The current cost of operafing the utility that is deemed reasonable and 
approved by the PUC; 

(b) Return on and return of ongoing capital investment (excluding those projects 
included in the Clean Energy Infrastructure Surcharge); and 

(c) Any changes in State or federal tax rates. 

Adjustments shall occur on a quarterly basis, semi-annual, or annual based on the 
availability of the indices uUlized. The adjustments will confinue until such time 
that they are incorporated in the uUlity's base rates. 

2. The parties agree that the decoupling mechanism that will be implemented will 
be subject to review and approval by the PUC. 

3. The utility will continue to use tracking mechanisms for Commission-
approved pension and other post-retirement benefits to ensure that the expenses 
are evened out for the ratepayer and are not subject to sudden and dramatic swing. 

4. The Commission may review the decoupling mechanism at any fime if it 
determines that the mechanism is not operating in the interests of the ratepayers. 

5. The utility or the Consumer Advocate may also file a request to review the 
impact of the decoupling mechanism. 

6. The Commission may unilaterally discontinue the decoupling mechanism if it 
finds that the public interest requires such action. 

7. In order to implement the decoupling mechanism, the parties agree that 
HELCO and MECO will file for a 2009 test year rate case." 

The Commission's Order Initiating Investigation, issued October 24, 2008, stated 

that the joint proposal of the HECO Companies and the Consumer Advocate should 
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address all of the factors identified in the Energy Agreement (page 9, Ordering 

Paragraph 2). 

B. JANUARY 30, 2009 PRELIMINARY PROPOSALS 

The Consumer Advocate's HECO/MECO/HELCO Rate Adjustment Mechanism 

"RAM'' Conceptual Framework Proposal, filed January 30, 2009, was developed in 

consultafion with its consultant, Utililech, Inc. ' The Consumer Advocate's January 30"* 

filing included a summary description of its proposal, which the Consumer Advocate 

supplemented in written responses to informal information requests, including further 

illustrations of how the mechanism would work. 

The Consumer Advocate noted that its RAM outline was a "discussion draft and 

does not represent the final position of the Consumer Advocate, which is still under 

formation through ongoing discussions with the parties to this proceeding. It is offered to 

stimulate dialogue around the many complex issues raised by substitution of formula 

ratemaking in place of more traditional processes." 

The HECO Companies' Revenue Decoupling Proposal, filed January 30, 2009, 

with corrections filed February 3, 2009, was developed in consultation with its 

consultant. Pacific Economics Group, LLC ("PEG"). The HECO Companies' 

preliminary proposal and the accompanying PEG report. Revenue Decoupling for 

In the Order issued on December 4, 2008, in the instant proceeding, the Commission granted intervention 
to Life of the Land, Hawaii Renewable Energy Alliance, Haiku Design and Analysis, Hawaii Holdings, 
LLC dba First Wind Hawaii ("First Wind")* the State of Hawaii, Department of Business, Economic 
Development, and Tourism, Hawaii Solar Energy Association, and Blue Planet Foundation. On February 
13, 2009, Life of the Land filed a Notice of Withdrawal which was approved in the Commission's Order 
Approving Notice of Withdrawal, issued on February 24, 2009. By Order Granting Hawaii Holdings, LLC, 
doing business as First Wind Hawaii's Motion for Approval to Amend its Status as an Intervenor/Party to a 
Participant filed April 29, 2009, First Wind's status was amended from an intervenor/party to a participant. 

In its preliminary proposal, the Consumer Advocate referred to the combination of decoupling with an 
RBA and periodic formula-driven changes to authorized revenues as a "Rate Adjustment Mechanism" or 
"RAM". 
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Hawaiian Electric Companies, discussed various forms of decoupling, including the 

California mechanisms referred to in the HCEI Agreement. 

The HECO Companies also noted that their Decoupling Mechanism proposal was 

preliminary, and was intended to facilitate discussion, and that they might refine their 

Decoupling Mechanism proposal in their Statement of Position to be submitted March 

30, 2009, in order to take into account the information shared by the Parties at a 

workshop held on February 27, 2009, and through responses to informafion requests 

("IRs"). 

Prior to submitting their preliminary proposals, the representatives of the HECO 

Companies and PEG (by phone) met with the representatives of the Consumer Advocate 

and its consultant, Ufilitech, over two days on December 16 and 17, 2008 to discuss 

decoupling concepts and implementafion mechanisms. The HECO Companies provided 

a preliminary draft of their proposal to the Consumer Advocate on January 20, 2009, 

provided earlier drafts of the PEG report on November 25, 2008 and December 2, 2008, 

and responded to informal requests for information to facilitate the discussion over the 

period from December 1, 2008 through January 8, 2009. The HECO Companies noted 

that the extensive participation of the Consumer Advocate, and comments and questions 

provided by Ufilitech, helped the HECO Companies considerably in formulating their 

preliminary proposal. 

Thus, while the HECO Companies and the Consumer Advocate separately 

submitted preliminary proposals to facilitate the Commission's review of decoupling in 

this docket, the Joint Parties hoped to continue their discussions, while considering the 

proposals and perspectives brought to this proceeding by the other Parties as well. 
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C. FURTHER PROCEEDINGS 

On January 21, 2009, the Commission issued a scoping paper, titled 

"Decoupling" Utility Profits from Sales: Design Issues and Options for the Hawaii 

Public Utilities Commission ("Decoupling Scoping Paper"), prepared by the National 

Regulatory Research Institute ("NRRI"). Comments were submitted by the parties on or 

about February 10, 2009, and responses to the questions in Appendix 2 of the Decoupling 

Scoping Paper were submitted on February 20, 2009. 

A Technical Workshop attended by all of the parties was held on February 27, 

2009. Representatives from PEG, Utilitech and NRRI were all able to participate. 

Responses to Commission information requests prepared by NRRI following the 

workshop were filed on March 30, 2009. 

As a result of (1) their informal exchange of information focused on their 

preliminary proposals, (2) the exchange of information and concepts at the February 2009 

Technical Workshop, in response to the Scoping Paper and the quesfions posed therein, 

and in response to the informafion requests submitted on behalf of the Commission by 

NRRI, and (3) extensive discussions focused on resolving their remaining differences, the 

HECO Companies and the Consumer Advocate developed a joint decoupling proposal 

that was submitted as part of their Joint Initial SOP filed on March 30, 2009. Other 

parties also submitted inifial statements of position on March 30, 2009. 

On April 15, 2009, the HECO Companies responded to IRs on the Joint Proposal 

and Statement of Position. On April 20, 2009, the parties held additional technical 

workshop/settlement discussion sessions. On April 30, 2009, the Commission issued 
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additional information requests prepared by NRRI that are due 14 days from the date of 

the letter. 

D. JOINT DECOUPLING PROPOSAL 

The Joint Decoupling Proposal that is submitted as part of this Joint Final SOP is 

a result of the efforts described above that led to the joint decoupling proposal submitted 

as part of the Joint Inifial SOP of the HECO Companies and Consumer Advocate. The 

Joint Decoupling Proposal includes a sales decoupling mechanism, which will be 

Q 

implemented through a RBA and a RAM. The purpose of the sales decoupling 

mechanism is to remove the linkage between utility sales and revenues, in order to 

encourage energy efficiency. The purpose of the Revenue Adjustment Mechanism is to 

adjust revenues decoupled from sales to reflect changes in revenue requirements between 

rate cases, which should help maintain the utility's financial integrity and ability to invest 

in the infrastructure necessary to meet Hawaii's 70% clean energy objecfive, while 

maintaining reliable service to customers. 

The conceptual, preliminary proposals developed by the HECO Companies and 

the Consumer Advocate were similar in approach, but there were a number of differences 

in the implementation that were resolved to arrive at the Joint Decoupling Proposal. 

Exhibit "C" outlines, in matrix form, each of the significant differences and the manner in 

which each difference was resolved. 

The HECO Companies and the Consumer Advocate are aware that decoupling 

mechanisms are new in Hawaii, although they have been implemented in other 

** Item number I in Section 28 of the HCEI Agreement refers to the two components of revenue decoupling: 
a sales decoupling mechanism and a revenue adjustment mechanism. 
^ The Decoupling Scoping Paper states on page 9 that: "If the regulator's objective is to encourage the use 
of renewable resources, decoupling is necessary to eliminate the disincentive of sales losses associated with 
renewable resources." 
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jurisdictions. Thus, the HCEI Agreement includes a number of proposed review 

provisions that have been included in the Joint Decoupling Proposal, which provide the 

Commission, the Consumer Advocate, and the HECO Companies the ability to review 

the performance of revenue decoupling and take steps to correct, suspend, or terminate 

the mechanism. Further, the Consumer Advocate has proposed, and the HECO 

Companies have accepted, a number of additional safeguards for ratepayers. For 

example, the provisions would extend to each of the HECO Companies' next round of 

rate cases, at which time, upon Commission review and evaluafion, the provisions may be 

extended, terminated or modified based upon evidence presented in those rate case 

proceedings. 

II. JOINT DECOUPLING PROPOSAL 

A. JOINT DECOUPLING PROPOSAL 

The revenue decoupling proposal contains two mechanisms consistent with the 

HCEI Agreement: 

(1) A RBA Provision to implement sales decoupling, which breaks the 

link between sales and electric revenue; and 

(2) A RAM Provision. 

Under sales decoupling, electric revenue is not a function of sales. Instead, a 

Commission-approved base revenue requirement is set through a rate proceeding and the 

utility is allowed to adjust its rates between rate cases to recover that revenue 

requirement. A target revenue level would equal the base revenue requirement less 

revenue for fuel and purchased power expenses that are recovered either in base rates or 

10 
2520874.1 



in a purchased power adjustment clause and all revenue being separately tracked or 

recovered through any other surcharge or tracking mechanism. 

Sales decoupling requires that there be a process to capture the difference between 

the target revenue and recorded adjusted revenues collected'^, and to adjust rate levels 

(through an adjustment clause) to make up the difference. Under the Joint Decoupling 

Proposal, a RBA would be established to facilitate that process. Details of the RBA are 

set forth in Exhibit "A" to this Final SOP. 

Under traditional ratemaking, sales increases between rate cases provided the 

utility an opportunity to recover the associated cost increases. However, setting target 

revenues that do not change between rate cases under sales decoupling provides no 

compensation to the ufility for any inflationary pressures upon ufility costs or new 

infrastructure investments. Therefore, there is a need to allow increases in target revenue 

levels each year. This is accomplished through a revenue adjustment mechanism, or 

RAM. Details of the RAM are set forth in Exhibit "B" to this Final SOP. 

B. SALES DECOUPLING 

Under the Joint Decoupling Proposal, the inifial sales decoupling mechanism 

would begin with the establishment of Authorized Base Revenues,'' which would be 

equal to the revenue requirements approved by the Commission in its interim decision 

and orders for HECO's 2009 test year general rate case proceeding and MECO's and 

HELCO's 2009 or 2010 test year general rate case proceedings. The revenue 

'" Recorded revenues collected would be adjusted in the same way as described for target revenues except 
that the revenue excluded would also include revenue from the Energy Cost Adjustment Clause ("ECAC"). 
The ECAC automatically increases or decreases charges to reflect changes in the Companies' energy costs 
of fuel and purchased energy above or below the levels included in base rates. 
" "Authorized Base Revenues" is a term defined in greater detail within the RAM Provision tariff (Exhibit 

B). 
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requirements will be based on traditional cost-of-service ratemaking principles for each 

of the individual HECO Companies. RBAs would be established to record the monthly 

differences between target revenues based on the approved interim revenue requirement 

for electric sales revenues'^ in their 2009 or 2010 test year rate cases and the adjusted 

recorded electric sales revenues. The RBAs, which would also be used to implement the 

RAM, are described below and in Exhibits "A" and "B". 

C. REVENUE ADJUSTMENT MECHANISM ("RAM") 

The RAM Provision is designed to re-determine annual utility authorized base 

revenue levels, thus recognizing estimated changes in the ufility's cost lo provide service. 

If it is determined that annual utility Authorized Base Revenues should be decreased or 

increased, then the RAM Revenue Adjustment level applicable within the RBA Provision 

will be adjusted as set forth in the RAM Provision. The RAM Revenue Adjustments 

implemented under the RAM Provision will escalate and update the Company's approved 

base revenue requirement, reduced by any earnings sharing credits or major capital 

projects credits to customers. 

The "Authorized Base Revenue" will be the annual amount of revenues required 

for the utility to recover its estimated operations and maintenance ("O&M"), 

depreciation, amortization and tax expenses for the RAM Period, as well as the return on 

investment on projected rate base for the RAM Period (referred to as the "Rate Base" in 

the RAM Provision), using the ratemaking conventions and calculations reflected within 

the most recent rate case Decision and Order issued by the Commission, quanfified in the 

manner prescribed in the RAM Provision. See Attachments 1 through 4 (illustrafive 

The allocation of the revenue requirements to the remaining months in the year will be specified in the 
Companies' tariffs. The allocation will be based on the mWh sales forecast used as the basis for the 
Companies' test year 2009 or 2010 rate cases. 
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example of RAM calculations concerning O&M and rate base) to Exhibit C. The RAM 

Period is defined as the calendar year containing the Annual Evaluation Date (i.e., the 

date the utility makes its annual filing under the RAM mechanism). Since esfimated 

O&M, depreciation, amortization and tax expenses, as well as the return on investment 

on projected rate base continues to increase even as the Commission considers on-going 

rate proceedings, an annual filing under the RAM Provision is expected to be filed during 

the test year. 

The components of the Company's revenue requirement that are subject to update 

and escalation through the RAM Provision include the revenue requirements associated 

with (1) changes in designated O&M expenses (referred lo as "Base Expenses" in the 

RAM Provision), (2) the return on incremental investment in designated rate base 

components, (3) incremental depreciafion and amortizafion expenses, and (4) changes in 

costs due to significant changes in lax laws or tax regulafions (Exogenous Tax Changes 

in the RAM Provision). 

O&M Expenses 

"Base Expenses" will be segregated between labor and non-labor amounts, with 

the labor component quantified for the RAM Period by application of the Labor Cost 

Escalafion Rate that is reduced by the Labor Productivity Offset and the Non-labor 

components quanfified for the RAM Period by applicafion of the Non-labor Escalation 

Rate. Tracked O&M expenses for fuel, purchased power, pension/other post employment 

benefits ("OPEBs"), integrated resource planning ("IRP")/demand-side management 

("DSM") or other rate adjustment provisions, will be carried forward into the RAM 

13 
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Period at the fixed amounts established in the most recent rate case proceeding, because 

any changes in these costs is accounted for separately in other cost tracking mechanisms. 

Base Expenses include the labor and non-labor operations and maintenance 

expense amounts approved by the Commission in the most recently completed rate case 

where the test year was the Evaluafion Pertod'^,or alternatively as authorized by the 

Commission in its Tariff Order for the immediately preceding year RAM Period if the 

Evaluation Period was not a test year. Base Expenses do not include any fuel, purchased 

power, IRP/DSM, pension, OPEBs, or Clean Energy/Renewable Energy Infrastructure 

costs that are subject to recovery through separate rale tracking mechanisms. 

The labor component will be quantified for the RAM Period by application of the 

Labor Cost Escalafion Rate, reduced to account for the Producfivity Offset to labor 

expenses. The Labor Cost Escalation Rate will be the applicable annual percentage 

general wage rate increase provided for in currently effective union labor agreements for 

use in escalating wage and salary Base Expenses for both union and non-union 

employees to determine revenue requirements for the RAM Period. In the event no union 

labor agreement exists for a RAM Period, the most recently effecfive annual percentage 

general wage rate increase will apply. 

The annual Productivity Offset is fixed at 0.76% and will be subtracted from the 

Labor Cost Escalafion Rate applicable to Base Expenses to determine revenue 

requirements for the RAM Period. 

The Non-labor component will be quanfified for the RAM Period by application 

of the Non-labor Escalation Rate. The Non-labor Cost Escalation Rate will be the 

'̂  The Evaluation Period is the historical twelve month period ending December 31, of each calendar year 
preceding the Annual Evaluation Date. 
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consensus estimated annual change in the Gross Domestic Product Price Index 

("GDPPI") to escalate non-labor Base Expenses to determine Authorized Base Revenues 

for the RAM Period. The GDPPI escalation rate will be the consensus projection 

published by the Blue Chip Economic Indicators (Aspen Publishing) issued in February 

of the year of the RAM filing. No productivity offset is applied to the non-labor 

escalation rate. The GDDPI is a measure of national output price inflation that already 

includes the impact of productivity and the application of a further productivity offset 

would double count the impact of producfivity. 

Rate Base 

The Rate Base (for the RAM Period) will be the average net investment estimated 

for the RAM Period, including each of the elements of rate base reflected within the most 

recent rate case Decision and Order issued by the Commission, quantified in the manner 

prescribed in §2(f) of the RAM Provision. The Authorized Base Revenue associated with 

Rate Base will be determined by mulfiplying the applicable Retum on Investment 

percentage rate times Rate Base. The Authorized Base Revenue associated with retum 

on investment will include related income taxes on the equity components of such return. 

The quantificafion of Rate Base is specified in greater detail in §2(f) of the RAM 

Provision. In effect, the average rate base for the RAM Period (i.e., the Rate Base) will 

be the rale base for the rate case test year, with adjustments for changes in only four 

components of rate base, including (1) average plant-in-service, (2) depreciation reserve 

(i.e., "Accumulated Depreciation"), (3) accumulated conlribufions in aid of construction 

("CIAC") and (4) accumulated deferred income taxes ("ADIT"). All other components 
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of the rate base will remain the same as those in the preceding rate case test year rate 

base. 

The average plant-in-service amount will be equal to the average of (1) the actual 

plant-in-service balance as of the end of the year prior to the RAM Period (termed the 

"Evaluation Year"), and (2) the same year-end balance plus estimated plant additions for 

the RAM Period. Estimated plant additions for the RAM Period will be set at Baseline 

Capital Project plant additions plus Major Capital Projects plant additions estimated to be 

in service by September 30*̂  of the RAM Period (based on the "approved" cost estimates 

for such projects). 

Baseline Capital Projects include the total amounts of capital investment 

completed and closed to Plant in Service, excluding amounts related to Major Capital 

Projects. Baseline Capital Project plant additions will be calculated based on the simple 

average of Baseline Capital Projects plant addifions recorded in the immediately 

preceding five calendar years. 

Major Capital Projects include capital investment projects that require application 

and Commission approval to commit funds pursuant to Decision and Order No. 21002 

(Docket No. 03-0257) ("D&O 21002") "For Exempfion From and Modificafion of 

General Order No. 7, Paragraph 2.3 (g), Relating to Capital Improvements."''* However, 

if specific Major Capital Projects are to be included in the Clean Energy Infrastructure 

Surcharge, they will not be included within the RAM provision so as to avoid any double 

recoveries. 

'•̂  D&O 21002 revised Paragraph 2.3 (g) of General Order No. 7 to read "Proposed capital expenditures for 
any single project related to plant replacement, expansion or modernization in excess of $2,500,000 
excluding customer contributions, or 10 per cent of the total plant in service, whichever is less, shall be 
submitted to the Commission for review at least 60 days prior to the commencement of construction or 
commitment for expenditure, whichever is earlier." 
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Accumulated Depreciation at December 31 of the RAM Period is quantified by 

increasing the recorded balances at December 31 of the Evaluafion Period by the amount 

of the RAM Period depreciation and amortization expense amount. 

CIAC is quantified by adding to the recorded balance at December 31 of the 

Evaluation Period an estimate of the net change for the RAM Period. The net change 

will be based on a simple average of cash and in-kind CIAC for the immediately 

preceding five calendar years for programs plus specific engineering esfimates of any 

contributions for the Major Capital Projects that are added to rate base during the RAM 

Period. 

Accumulated Deferred Income Taxes is quantified by adding to the recorded 

balances at December 31 of the Evaluation Period the estimated tax effect of the 

depreciation timing difference (i.e., difference between book depreciation and tax 

depreciation) on the Baseline Capital Projects and Major Capital Projects added to rate 

base during the RAM Period. 

Depreciation and Amortization Expenses 

Depreciation and CIAC amortization expenses will be quanfified for the RAM 

Period by application of Commission-approved accrual rates to the actual recorded Plant 

in Service (or other applicable) balances at the end of the Evaluation Period. 

Exogenous Tax Changes 

Exogenous Tax Changes include changes in tax laws or tax regulations that are 

estimated to impact Authorized Base Revenues by $2,000,000 or more for HECO, or 

$500,000 or more for HELCO or MECO. 
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Major Capital Projects Revenue Credits 

Major Capital Projects Revenue Credits are amounts that will be returned to 

customers as credits through the RBA for the preceding year's authorized base revenue 

amounts (including interest at the rate described in the RBA Provision) associated with 

specific major projects that were not placed into service within the first nine months of 

the preceding RAM period. 

Earnings Sharing 

Earnings Sharing Revenue Credits wil! be the amounts to be returned to 

customers as credits through the RBA Provision, so as to implement the earnings sharing 

provisions percentages and procedures described in the RAM Provision. 

As part of its annual filing, the Companies will prepare a calculation comparing 

the achieved return on average common equity for the Evaluation Period to the following 

earnings sharing grid, so as to determine any Earnings Sharing Revenue Credit that 

should be recorded against the RBA to effect the prescribed sharing of utility earnings 

above authorized levels: 

ROE at or below the Authorized ROE 

First 100 basis points (one percent) over 
Authorized ROE 
Next 200 basis points (two percent) over 
Authorized ROE 
ROE exceeding 300 basis points (three 
percent) over Authorized ROE 

Retained entirely by shareholders - no 
customer credits 

25% share credit to customers 

50% share credit to customers 

90% share credit to customers 

The Authorized Return on Equity for this purpose will be the overall weighted percentage 

rate of retum on equity capital approved by the Commission in the most recenfiy 
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completed rate case. The proposed earnings sharing grid is asymmetrical, with no 

surcharges to customers if achieved ROE is below the authorized level. 

Earnings (as measured by ROE) achieved by each of the HECO Companies are to 

be calculated on a regulatory basis of accounting for each calendar year that includes any 

RAM Revenue Adjustments. Ratepayers would then be credited with the revenue 

equivalent of ROE levels actually achieved within the sharing layers (after removal of 

any prior period RBA adjustments and routinely disallowed costs). 

Ratemaking adjustments include expenses removed in the Company's initial 

filing as well as all ordered expense disallowances. Rate base elements and 

methodologies are defined by the most recent rate case, but shall be updated to reflect 

current average investment balances for the year. Capital ratios and costs rates will be 

retained as authorized in either the interim or final decision issued most recenfiy in the 

Company's most recent rate case, and synchronized interest will be updated using 

methods employed in that last rate case. The resulting achieved return on equity at 

authorized revenue levels shall serve as the basis for any earnings credits to the RBA, 

after factoring up post-tax income amounts to pretax revenue equivalent values. 

Detailed supporting workpapers and electronic files will be submitted coincident 

with all filings made by the utilities. Any recorded revenues arising from out of period 

adjustments or prior year earnings credits shall be identified and removed in preparing 

earnings sharing calculations. The earnings monitoring and sharing report shall be 

accompanied by detailed supporting workpapers, showing the quantification of achieved 

earnings and each ratemaking adjustment embedded therein. 

19 
2520874.1 



D. OTHER AGREEMENTS 

In response to matters raised by the other parfies, the HECO Companies and 

Consumer Advocate have agreed to certain additional features to be included as part of 

the Joint Decoupling Proposal. These items are discussed in detail in Exhibits D 

(deadband concept around fixed sales heat rates) and E (HECO Companies provide status 

report on clean energy initiatives). 

E. THE DECOUPLING AND RAM PROCESS 

Revenue Balancing Accounts 

The purpose of the RBA is to record (1) the difference between the Company's 

target revenue and recorded adjusted revenue, and (2) monthly interest applied to the 

simple average of the beginning and ending month balances in the RBA. In addifion, the 

recovery provision of the RBA Provision provides for collection or retum of the calendar 

year-end balance in the RBA and recovery of the RAM Revenue Adjustment provided in 

the RAM Provision over the subsequent June 1̂^ through May 31^' period. 

For the purpose of the RBA, the target revenue is the most recent Authorized 

Base Revenue approved by the Commission in an interim or final decision and order in a 

rate case, or the re-determined Authorized Base Revenue level calculated under the RAM 

Provision since the most recent rate case, adjusted lo remove amounts for applicable 

revenue taxes and less any refunds due lo the Earnings Share Mechanism. The target 

revenue will exclude revenue for fuel and purchased power expenses thai are recovered 

'̂  The concepts are also discussed in Exhibit C. The parties proposal to address the 
recommendation concerning performance metrics, is also included in the RAM Tariff provision 
(Exhibits B and B-1, "Purpose" section of the RAM tariff provision). 
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either in base rates or in a purchased power adjustment clause and all revenue being 

separately tracked or recovered through any other surcharge or rate tracking mechanism. 

The target revenue will be revised to correct for any errors in the calculation of 

the RAM Adjustment for any previous period to the extent that such errors are identified 

15 days prior to the implementafion date specified in the RAM Provision. 

On or before March 31",' the Company will file with the Commission a 

statement of the previous calendar year-end balance in each RBA sub-account and the 

Authorized Base Revenue level for the current calendar year, along with supporting 

calculafions. Both an amortizafion of the previous calendar year-end balance in the RBA 

sub-accounts and the RAM Revenue Adjustment will be recovered through separate per-

kWh RBA rale adjustments, one for residential customers and one for commercial and 

industrial customers, respectively, over the 12 months from June 1 of the current calendar 

year to May 31 of the succeeding calendar year. The residenfial RBA adjustment will 

recover the previous calendar year-end balance in the residenfial RBA sub-account plus a 

share of the RAM Revenue Adjustment in the same proportion as the residential rate 

class' share of the total revenue requirement approved in the Company's most recent rate 

case. The commercial/industrial RBA adjustment will recover the previous calendar 

year-end balance in the commercial/industrial RBA plus the balance of the RAM 

Revenue Adjustment that is not assigned to the residential RBA adjustment. 

Under the Joint Decoupling Proposal, separate target revenue levels would be 

established for residential customers and for a single collective group of commercial 

(including industrial) customers, and each of the HECO Companies would employ 

The Annual Evaluation Date provided in the RAM Provision. 
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separate RBAs for residential customers and for commercial customers. For the purpose 

of calculating the monthly difference to record to the RBAs, recorded adjusted revenue 

will include revenue from regular and optional rale schedule charges plus revenue from 

any interim or final rale increase adjustments that are in effect. 

As explained in Exhibit "A", besides reflecting the accumulated monthly 

differences, the RBA will also reflect the accrual of interest al an annual rate equal to 6% 

(the same as that given on customer deposits and specified in the HECO Companies' 

tariffs) - applied to the simple average of the beginning and ending monthly balances. 

This is an annual simple interest rate (i.e., will apply one-twelfth of this rate per month). 

The estimated amounts in the year-end RBA balances will be billed to customers 

in an RBA rate adjustment that remains effective for a period of 12 months, from June T' 

through May 31^' of the following year. By March 31'" of each year, the Companies will 

notify the Commission of the RBA year-end balances. 

Establishment of RBA Provisions 

HECO has requested the establishment of a RBA to record the monthly 

differences between the approved interim revenue requirement for electric sales 

revenues'^ in its 2009 test year rate case (target revenue) and the electric sales recorded 

adjusted revenues (the comparison will be made with revenues for fuel and purchased 

power expenses and other surcharges removed). The proposed RBA will be modified 

to reflect this Joint Decoupling Proposal. HELCO and MECO will file proposed similar 

RBA Provisions with their general rate increase applications for 2009 or 2010 test years. 

" The allocation of the revenue requirements to the remaining months in the year will be specified in the 
Companies' tariffs. 
'̂  In its 2009 rate case (Docket No. 2008 0083), Rate Case Update, HECO T-1, pages 8-11, HECO 
proposed the establishment of an RBA to be implemented upon the issuance of an interim order by the 
Commission. 

22 
2520874.1 



The inifial tariff sheet filing is expected for HECO at the time of the interim 

decision and order in the test year 2009 rate case. The RBA Provision would be 

applicable to all rate schedules in place at the time the RBA Provision becomes effective. 

For illuslrafion purposes, the RBA Provision (Exhibit "A") lists the rate schedules listed 

in HECO's presenUy effecfive rate schedules. At that point the tariff filing will include 

only the monthly target revenue for the purposes of calculating amounts to be attributed 

to the RBA accounts. By March 31, 2010, HECO would make a tariff filing under the 

RAM Provision to be effective June I, 2010. 

HECO would make subsequent tariff filings in March of each year to establish the 

target revenue for the calendar year based on the RAM Revenue Adjustment and to re-set 

the RBA rate adjustments for the calendar year based on clearing out the expected RBA 

balances at the end of the last calendar year plus recovering the RAM Revenue 

Adjustment for the current calendar year. The RAM Revenue Adjustment in the test year 

for HECO would be designated interim and subject to refund in the event the 

Commission finds a lower authorized base revenue amount to be reasonable for the 2011 

test year. 

In addition, HECO will make tariff filings when necessary during the year to re­

set target revenues and to re-set RBA rate adjustments for re-calculated RAM Revenue 

Adjustments based on issuance of interim or final decision and orders in pending rale 

cases. 

HELCO and MECO will follow the same notice procedures described above, 

commencing with an interim decision and order in their test year 2009 or 2010 rate cases. 

The RAM Revenue Adjustment for 2012 or 2013 to coincide with the next HELCO and 
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MECO rate cases would be designated interim and subject to refund in the event the 

Commission finds a lower authorized base revenue amount to be reasonable for those test 

years. 

MECO and HELCO have not yet filed their 2009 or 2010 test year general rate 

cases and the Companies anticipate that the interim decision and orders for these rate 

cases will not be issued unfil 2010 or 2011. With the issuance of these interim decision 

and orders, MECO and HELCO would be allowed, subject to timely filings of supporting 

calculations and workpapers, to apply the appropriate RAM indices to escalate the 2009 

or 2010 test year revenue requirements approved in the interim decision to reflect 

Authorized Base Revenues and RAM Revenue Adjustments for year 2010 or 2011, 

which will then be used as the target revenue for 2010 or 2011. Since such interim 

decision and orders are not expected until 2010 or 2011, the inifial target revenues for 

2010 or 2011 filed for HELCO and MECO should be based on the test year 2009 or 2010 

revenue requirement approved in the interim decision and order plus the appropriate 

RAM Revenue Adjustment for 2010 or 2011. 

RBA Provision Filing Process 

Similar to the IRP Cost Recovery Provision, the revenue decoupling mechanism (i.e., 

the RBA and RAM) is an automafic rate adjustment clause. Therefore, the HECO 

Companies will file the RBA and RAM tariff changes through tariff transmittal letters, as 

they file tariff changes for other automatic rate adjustment clauses. 

By March 31^' of the post test year (i.e., the RAM Period as set forth in the RAM 

Provision), HECO Companies will file a tariff with the Commission to implement the 

RBA rale adjustments in accordance with the RBA and RAM Provision. 
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The Companies will provide the schedules and supporting documentafion 

for the calculafion of the Eamings Sharing and RAM Revenue Adjustment as 

described in the RAM Provision, §1 & §2, along with the Company's calculafion 

(with supporting documentafion) of the historical 5-year average of baseline and 

major capital projects' plant in service and CIAC; and the Company's most recent 

sales forecast for the RAM Period. 

Notification of Target Revenue Requirement and RBA Rate Adjustments 

The filing of the RBA balance and RBA rate adjustments, incorporafing RAM 

Revenue Adjustments, will take the form of a tariff filing.'^ The data components to the 

filing are the RBA balances to support the residenfial and commercial and industrial RBA 

rate adjustments, the Company's annual financial and RAM Revenue Adjustment 

schedules identified in §1 and §2 of the RAM Provision, and projected residenfial and 

commercial and industrial sales for the RAM Period. The HECO Companies will file 

tariff sheets that show the monthly allocation factors for the target revenue for the 

calendar year and the applicable RBA rate adjustment in cents per kWh. Separate 

monthly allocation factors and RBA rate adjustments will be presented for residential and 

commercial customers. In the filing, workpapers will be provided that support the 

derivafion and calculation of the monthly allocation factors and the per kWh charges. 

Sources for this data will be actual financial reports used for ratemaking purposes 

and the interim or final decision and orders from the Companies' rate proceedings. 

For SCE, the establishment and implementation of post test year revenue requirements is accomplished 
through an advice letter to change Preliminary Statements in its tariff The advice letter is an informal 
request by a utility for Commission authorization to furnish service under rates, charges, terms or 
conditions other than those contained in the utility's tariffs then in effect. "The advice letter process 
provides a quick and simplified review of the types of utility requests that are expected neither to be 
controversial nor to raise important policy questions." California Public Utilities Commission, 
General Order 96-B, General Rules, Section 5.1, Matters Appropriate to Advice Letters. 
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Although the workpapers and computations should be straightforward as they will be 

based on an established method that is approved in the instant proceeding, the effective 

date of the tariffs will be 62 days after filing, providing adequate time for review. As 

described in Secfions 6-61-61 and 6-61-111 of the Hawaii Administrative Rules, Title 6, 

Chapter 61, based upon the Companies' filed schedules, the Joint Decoupling Proposal 

provides for a 47-day review period following the March 31 Evaluation Date.^" Thus, the 

Consumer Advocate and other parties will have up to the 15th day before the June 1 

effective date of the tariff to file any protests. In the absence of any protests, the RBA 

rate adjustments, incorporafing the RAM Revenue Adjustments, wil! go into effect on the 

May 1 effective date and the Commission will confirm in its monthly Tariff Order the 

effectiveness of the Company's proposed tariff As a further safeguard, the RBA 

mechanism provides that the target revenue will be revised to correct for any errors in the 

calculation of the RAM Revenue Adjustment for any previous period to the extent that 

such errors are identified 15 days prior to the implementation date specified in the RAM 

Provision. 

The Joint Decoupling Proposal calls for separate per kWh decoupling adjustments 

for residential and non-residential customers. The dollar value of such per kWh 

adjustments can be presented as a separate line item on the customer bill, can be 

combined with a particular bill component on the customer bill, or can be reflected within 

each bill component on the customer bill. The exisfing billing system cannot practically 

accommodate a line item for a decoupling adjustment for each bill component on the 

customer bill, and even if it could, such a bill presentafion would be unduly complex and 

likely confusing to most customers. The Joint Decoupling Proposal proposes to present a 

°̂ This is 15 days before the effective date of proposed the RBA Rate Adjustment tariff. 
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single decoupling adjustment as a separate line item on the customer bill for its simplicity 

and transparency. 

F. ON-GOING REVIEW OF REVENUE DECOUPLING 

A number of review provisions are included in the HCEI Agreement, which 

provide the Commission, the Consumer Advocate, and the Companies the ability to 

review the performance of revenue decoupling and take steps to correct, suspend, or 

terminate the mechanism. They include the following; 

(1) The parties agree that the decoupling mechanism that will be implemented 
will be subject to review and approval by the PUC. 

(2) The Commission may review the decoupling mechanism at any fime if it 
determines that the mechanism is not operating in the interests of the ratepayers. 

(3) The utility or the Consumer Advocate may also file a request to review the 
impact of the decoupling mechanism. 

(4) The Commission may unilaterally discontinue the decoupling mechanism 
if it finds that the public interest requires such action. 

The Consumer Advocate and the Companies propose that the review of the 

continuafion of the RBA and RAM provisions be undertaken in the Companies second 

round of rate cases, to occur in 2011 through 2013. 

The Joint Decoupling Proposal contemplates a three-year sales decoupling cycle 

(if decoupling is continued after the initial period), i.e., where rate cases are filed for test 

years that are three years apart. However, because the three HECO Companies will all 

have the same starting test year for the rate case cycles and are supported by the same 

regulatory department and the same witnesses for certain testimonies, in order to 

minimize the need for resources and be able to submit rate case filings of the highest 

quality possible in the future, the rate cases after the 2009 or 2010 test year would be 

staggered, so that three-year rate case cycles could commence thereafter. This will result 
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in the filing of only one rate case per year after the initial round of 2009 or 2010 test year 

rate cases. Hence, the scheduling of the next round of rate cases would be as follows: 

Company 
HECO 
MECO/HELCO 
MECO/HELCO 

Year of Filing 
2010 
2011 
2012 

Test Year 
2011 
2012 
2013 

The ability of HECO to refrain from filing a 2010 test year rate proceeding and wait until 

2011 for its next rate case will depend on the award issued for its 2009 test year rate case 

and the outcome of this Decoupling Docket. Should HECO determine that a 2010 rate 

case filing is necessary, the HECO Companies will revisit the riming and starfing point 

for the proposed 3-year general rate case cycle. 

All parties reserve the right to initiate formal rate proceedings to replace and 

terminate the RAM at any time on a schedule other than as planned. The HECO 

Companies also acknowledge under their proposal that the Commission may unilaterally 

disconfinue the decoupling mechanism if it finds that the public interest requires such 

acfion. 

III. CONCLUSION 

As a result of (1) their informal exchange of informafion focused on their 

preliminary proposals, (2) the exchange of information and concepts at the Technical 

Workshops and Settlement Discussions, in response to the Scoping Paper and the 

questions posed therein, and in response to the information requests submitted on behalf 

of the Commission by NRRI, (3) their informal exchange of information focused on their 

joint decoupling proposal that was submitted with their Inifial SOP, and (4) extensive 
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discussions focused on resolving their remaining differences, the HECO Companies and 

the Consumer Advocate have developed this Joint Decoupling Proposal. 

The Joint Decoupling Proposal includes a sales decoupling mechanism, which 

will be implemented through a RBA, and a RAM. The purpose of the sales decoupling 

mechanism is to remove the linkage between utility sales and revenues, in order to 

encourage energy efficiency. The purpose of the Revenue Adjustment Mechanism is to 

adjust revenues decoupled from sales to reflect estimated changes in revenue 

requirements between rate cases, which should help maintain the ufility's financial 

integrity and ability to invest in the infrastructure necessary to meet Hawaii's 70% clean 

energy objective, while maintaining reliable service to customers. 

The Joint Decoupling Proposal is intended to be consistent with the decoupling 

mechanism agreed to in the HCEI Agreement. 

The HECO Companies and the Consumer Advocate are aware that the decoupling 

mechanisms are new in Hawaii, although they have been implemented in other 

jurisdicfions. Thus, the HCEI Agreement includes a number of proposed review 

provisions that have been included in the Joint Decoupling Proposal, which provide the 

Commission, the Consumer Advocate, and the HECO Companies the ability to review 

the performance of revenue decoupling and take steps to correct, suspend, or terminate 

the mechanism. Further, the Consumer Advocate has proposed, and the HECO 

Companies have accepted, a number of additional safeguards for ratepayers. For 

example, the provisions would extend to each of the HECO Companies' next round of 

rate cases, at which time, upon Commission review and evaluation, the provisions may be 
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extended, terminated or modified based upon evidence presented in those rate case 

proceedings. 

Another proposed safeguard is an Earnings Sharing mechanism under which 

ratepayers would share in revenue equivalents for actual ROE levels achieved above the 

authorized ROE in increasing shares as the differential between achieved and authorized 

ROE increases in accordance with a proposed earnings sharing "grid." The proposed 

eaming sharing grid is asymmetrical, with no surcharges to customers if achieved ROE is 

below the authorized level. 

The specific tariff provisions included in the Joint Decoupling Proposal are (1) a 

RBA Provision, as set forth in Exhibit "A", and (2) a RAM Provision, as set forth in 

Exhibit "B". 

DATED: Honolulu, Hawaii, May 11, 2009. 

Thomas W. Williams, Jr., Esq. 
Peter Y. Kikuta, Esq. 
Damon L. Schmidt, Esq. 

Attomeys for 
Hawaiian Electric Company, Inc. 
Hawaii Electric Light Company, Inc. 
and Maui Electric Company, Limited 

I. Itomura, Esq. 
^ane H. Tsuchiyama, Esq 

Attorneys for 
Division of Consumer Advocacy 
Department of Commerce and Consumer 
Affairs 
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EXHIBIT A 
PAGE 1 OF 3 

SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

Supplement To: 

Schedule R - Residential Service 
Schedule E - Electric Service For Employees 
Schedule G - General Service Non-Demand 
Schedule J - General Service Demand 
Schedule H - Commercial Cooking, Heating, Air 

Conditioning, and Refrigeration Service 
Schedule PS - Large Power Secondary Voltage Service 
Schedule PP - Large Power Primary Voltage Service 
Schedule PT - Large Power Transmission Voltage Service 
Schedule F - Public Street Lighting, Highway Lighting 

and Park and Playground Floodlighting 
Schedule U - Time of Use Service 
Schedule TOU-R - Residential Time-of-Use Service 
Schedule TOU-C - Commercial Time-of-Use Service 
Schedule SS - Standby Service 

All terms and provisions of Schedules R, E, G, J, H, PS, PP, PT, 
F, U, TOU-R, TOU-C, and SS are applicable except that the total base 
rate charges for each billing period shall be adjusted by the Revenue 
Balancing Account Rate Adjustments shown below: 

A: PURPOSE: 

The purpose of the Revenue Balancing Account ("RBA") is to record: 1) 
the difference between the Hawaiian Electric Company's (HECO's) target 
revenue and recorded adjusted revenue, and 2) monthly interest applied 
to the simple average of the beginning and ending month balances in 
the RBA. In addition, the recovery provision of this tariff provides 
for collection or return of the calendar year-end balance in the RBA 
and recovery of the RAM Revenue Adjustment provided in the Rate 
Adjustment Mechanism ("RAM") Provision over the subsequent June 1^^ 
through May 31st period. The RBA is established in accordance with 
the Commission order in Docket No. 2008-0083. 

B: TARGET REVENUE: 

For the purpose of the RBA, the target revenue is the most recent 
Authorized Base Revenue approved by the Public Utilities Commission 
(PUC), plus or minus the RAM Revenue Adjustment calculated under the 
RAM Provision, adjusted to remove amounts for applicable revenue 
taxes. The target revenue will exclude revenue for fuel and purchased 
power expenses that are recovered either in base rates or in a 
purchased power adjustment clause and all revenue being separately 
tracked or recovered through any other surcharge or rate tracking 
mechanism. The target revenue is allocated to separate RBA sub-

HAWAIIAN ELECTRIC COMPANY, INC. 



EXHIBIT A 
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SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

accounts, one for residential customers and one for all commercial and 
industrial customers collectively, based on the approved rate design 
that implements an approved revenue requirement from a rate case. 

The target revenue shall be revised to correct for any errors in the 
calculation of the RAM Revenue Adjustment for any previous period to 
the extent that such errors are identified 15 days prior to the Annual 
implementation date specified in the RAM Provision.. 

Monthly Allocation Factors for the Target Revenue are as follows: 

Residential Commercial & Industrial 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Total 

These factors are based on the mWh sales forecast approved by the 
Commission in HECO's test year 2009 rate case and shall be updated in 
any subsequent test year rate case. 

C: BALANCING ACCOUNT ENTRIES: 

Entries to the RBA residential sub-account and commercial and 
industrial sub-account will be recorded monthly. A debit entry to the 
RBA will be made equal to the target revenue as defined in Section B. 
above, times the appropriate monthly allocation factor in the table 
above. A credit entry to the RBA will be made equal to the recorded 
adjusted revenue. The recorded adjusted revenue is defined to include 
the electric sales revenue from authorized base rates, plus revenue 
from any authorized interim rate increase, plus revenue from any RBA 
rate adjustment, but excluding revenue for fuel and purchased power 
expenses, IRP/DSM, any Commission Ordered one-time rate refunds or 
credits or other surcharges, and adjusted to remove amounts for 
applicable revenue taxes. 

Interest will be recorded monthly to the RBA sub-accounts by 
multiplying the simple average of the beginning and ending month 
balance in the RBA sub-account times the Interest Rate divided by 12. 
The Interest Rate shall be 6 percent. 

D: RECOVERY OF BALANCING ACCOUNT AMOUNTS: 

HAWAIIAN ELECTRIC COMPANY, INC. 

8 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

100 

40% 
27% 
00% 
88% 
17% 
37% 
68% 
08% 
72% 
75% 
26% 
42% 

00% 

7 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

100 

83% 
31% 
05% 
86% 
41% 
36% 
70% 
03% 
83% 
95% 
36% 
31% 

00% 
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SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

At the Annual Evaluation Date provided in the Rate Adjustment 
Mechanism Provision, the Company will file with the Commission a 
statement of the previous calendar year-end balance in each RBA sub­
account and the RAM Revenue Adjustment for the current calendar year, 
along with supporting calculations. Both an amortization of the 
previous calendar year-end balance in the RBA sub-accounts, adjusted 
for any Earnings Sharing Revenue Credits or Major Capital Projects 
Credits and the RAM Revenue Adjustment will be recovered through 
separate per-kWh RBA rate adjustments, one for residential customers 
and one for commercial and industrial customers, respectively, over 
the 12 months from June 1 of the current calendar year to May 31 of 
the succeeding calendar year. The residential RBA adjustment will 
recover the previous calendar year-end balance in the residential RBA 
sub-account plus a share of the RAM Revenue Adjustment in the same 
proportion as the residential rate class' share of the total revenue 
requirement approved in the Company's most recent rate case. The 
commercial/industrial RBA adjustment will recover the previous 
calendar year-end balance in the commercial/industrial RBA plus the 
balance of the RAM Revenue Adjustment that is not assigned to the 
residential RBA adjustment. 

E: REVENUE BALANCING ACCOUNT RATE ADJUSTMENTS: 

The RBA rate adjustments are comprised of the calculated values from 
Section D above, adjusted to include amounts for applicable revenue 
taxes. The RBA rate adjustments are calculated based on the Company's 
forecast of mWh sales over the RBA rate adjustment recovery period. 

Effective June 1, 2010 to May 31, 2011 

Residential RBA Adjustment 

Rate Schedules R, E, TOU-R 0.0000 <:/kWh 

Commercial/Industrial RBA Adjustment 

Rate Schedules G, J, H, PS, PP, PT, F, U, TOU-C, SS 0.0000 C/kWh 

HAWAIIAN ELECTRIC COMPANY, INC. 



EXHIBIT A-1 
PAGE 1 OF 3 

SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

Supplement To: 

Schedule R - Residential Service 
Schedule E - Electric Service For Employees 
Schedule G - General Service Non-Demand 
Schedule J - General Service Demand 
Schedule H - Commercial Cooking, Heating, Air 

Conditioning, and Refrigeration Service 
Schedule PS - Large Power Secondary Voltage Service 
Schedule PP - Large Power Primary Voltage Service 
Schedule PT - Large Power Transmission Voltage Service 
Schedule F - Public Street Lighting, Highway Lighting 

and Park and Playground Floodlighting 
Schedule U - Time of Use Service 
Schedule TOU-R - Residential Time-of-Use Service 
Schedule TOU-C - Commercial Time-of-Use Service 
Schedule SS - Standby Service 

All terms and provisions of Schedules R, E, G, J, H, PS, PP, PT, 
F, U, TOU-R, TOU-C, and SS are applicable except that the total base 
rate charges for each billing period shall be adjusted by the Revenue 
Balancing Account Rate Adjustments shown below: 

A: PURPOSE: 

The purpose of the Revenue Balancing Account ("RBA") is to record: 1) 
the difference between the Hawaiian Electric Company's (HECO's) target 
revenue and recorded adjusted revenue, and 2) monthly interest applied 
to the simple average of the beginning and ending month balances in 
the RBA. In addition, the recovery provision of this tariff provides 
for collection or return of the calendar year-end balance in the RBA 
and recovery of the RAM Revenue Adjustment provided in the Rate 
Adjustment Mechanism ("RAM") Provision over the subsequent ̂ une 1̂'̂  , - - -{Deleted! nay 
through J>̂ ay 31st period. The RBA is established in accordance with ^ - TDeleted: A rii 30'"'' 
the Commission order in Docket No. 2008-0083. ' ^ ' - ^ 

B: TARGET REVENUE: 

For the purpose of the RBA, the target revenue is the most recent 
Authorized Base Revenue approved by the Public Utilities Commission 
(PUC), plus or minus the RAM Revenue Adjustment calculated under the 
RAM Provision, adjusted to remove amounts for applicable revenue 
taxes. The target revenue will exclude revenue for fuel and purchased 
power expenses that are recovered either in base rates or in a 
purchased power adjustment clause and all revenue being separately 
tracked or recovered through any other surcharge or rate tracking 
mechanism. The target revenue is allocated to separate RBA sub-
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accounts, one for residential customers and one for all commercial and 
industrial customers collectively, based on the approved rate design 
that implements an approved revenue requirement from a rate case. 

The target revenue shall be revised to correct for any errors in the 
calculation of the RAM Revenue Adjustment for any previous period to 
the extent that such errors are identified 15 days prior to the Annual 
implementation date specified in the RAM Provision.. 

Monthly Allocation Factors for the Target Revenue are as follows: 

Residential Commercial & Industrial 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Total 

These factors are based on the mWh sales forecast approved by the 
Commission in HECO's test year 2009 rate case and shall be updated in 
any subsequent test year rate case. 

C: BALANCING ACCOUNT ENTRIES: 

Entries to the RBA residential sub-account and commercial and 
industrial sub-account will be recorded monthly. A debit entry to the 
RBA will be made equal to the target revenue as defined in Section B. 
above, times the appropriate monthly allocation factor in the table 
above. A credit entry to the RBA will be made equal to the recorded 
adjusted revenue. The recorded adjusted revenue is defined to include 
the electric sales revenue from authorized base rates, plus revenue 
from any authorized interim rate increase, plus revenue from any RBA 
rate adjustment, but excluding revenue for fuel and purchased power 
expenses, IRP/DSM, any Commission Ordered one-time rate refunds or 
credits or other surcharges, and adjusted to remove amounts for 
applicable revenue taxes. 

Interest will be recorded monthly to the RBA sub-accounts by 
multiplying the simple average of the beginning and ending month 
balance in the RBA sub-account times the Interest Rate divided by 12. 
The Interest Rate shall be 6 percent. 

D: RECOVERY OF BALANCING ACCOUNT AMOUNTS: 

HAWAIIAN ELECTRIC COMPANY, INC. 

8 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

100 

40% 
27% 
00% 
88% 
17% 
37% 
68% 
08% 
72% 
75% 
26% 
42% 

00% 

7 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

100 

83% 
31% 
05% 
86% 
41% 
36% 
70% 
03% 
83% 
95% 
36% 
.31% 

00% 
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At the Annual Evaluation Date provided in the Rate Adjustment 
Mechanism Provision, the Company will file with the Commission a 
statement of the previous calendar year-end balance in each RBA sub­
account and the RAM Revenue Adjustment for the current calendar year, 
along with supporting calculations. Both an amortization of the 
previous calendar year-end balance in the RBA sub-accounts, adjusted 
for any Earnings Sharing Revenue Credits or Major Capital Projects 
Credits and the RAM Revenue Adjustment will be recovered through 
separate per-kWh RBA rate adjustments, one for residential customers 
and one for commercial and industrial customers, respectively, over 
the 12 months from ̂ une 1 of the current calendar year to Ĵ ay 31 of 
the succeeding calendar year. The residential RBA adjustment will 
recover the previous calendar year-end balance in the residential RBA 
sub-account plus a share of the RAM Revenue Adjustment in the same 
proportion as the residential rate class' share of the total revenue 
requirement approved in the Company's most recent rate case. The 
commercial/industrial RBA adjustment will recover the previous 
calendar year-end balance in the commercial/industrial RBA plus the 
balance of the RAM Revenue Adjustment that is not assigned to the 
residential RBA adjustment. 

E: REVENUE BALANCING ACCOUNT RATE ADJUSTMENTS: 

The RBA rate adjustments are comprised of the calculated values from 
Section D above, adjusted to include amounts for applicable revenue 
taxes. The RBA rate adjustments are calculated based on the Company's 
forecast of mWh sales over the RBA rate adjustment recovery period. 

Effective yJune 1, 2010 to Ĵ ay 3J, 2011 

Residential RBA Adjustment 

Rate Schedules R, E, TOU-R 0.0000 <:/kWh 

Commercial/Industrial RBA Adjustment 

Rate Schedules G, J, H, PS, PP, PT, F, U, TOU-C, SS 0.0000 <::/kWh 

-{Deleted; Hay 
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ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

Rate Adjustment Mechanism ("RAM'̂ ) Provision 

Purpose 

This mechanism is subject to review and continuation, 
termination or modification in the utility's next base rate case 
proceeding, upon a showing by the utility and finding by the 
Commission that continuation or modification is appropriate. As 
part of its submitted testimony in the base rate case, the 
Company will include a summary report on the status of certain 
HCEI initiatives. The RAM mechanism is designed to determine the 
change in annual utility base revenue levels, recognizing 
certain estimated changes in the utility's cost to provide 
service. If, through the application of this mechanism, it is 
determined that annual utility base revenues should be decreased 
or increased, then the RAM Revenue Adjustment will be applied 
within the Revenue Balancing Account Provision. The RAM Revenue 
Adjustment established for RAM Period calendar year ,2011 shall 
remain in effect until the Commission approves a base revenue 
level in the Company's 2011 test year rate application. 

Definitions 

a) The Annual Evaluation Date shall be the Date the Company 
will make its annual filing under this mechanism. The Annual 
Evaluation Date shall be no later than March 31, of each year 
commencing March 31, 2010. 

b) The Evaluation Period is defined as the historical twelve 
month period ending December 31, of each calendar year preceding 
the Annual Evaluation Date. The Evaluation Period is used 
solely to determine achieved earnings and any sharing of such 
earnings above the Authorized Return on Equity. 

c) The RAM Period is defined as the calendar year containing 
the Annual Evaluation Date. 

d) The Labor Cost Escalation Rate shall be the applicable 
annual percentage general wage rate increase provided for in 
currently effective union labor agreements for use in escalating 
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wage and salary Base Expenses for both union and non-union 
employees to determine the RAM Revenue Adjustment for each RAM 
Period. In the event no union labor agreement exists for a RAM 
Period, the most recently effective annual general percentage 
increase rate shall apply. 

e) The Non-labor Cost Escalation Rate shall be the consensus 
estimated annual change in the Gross Domestic Product Price 
Indicator ("GDPPI") to escalate non-labor Base Expenses to 
determine the RAM Revenue Adjustment for each RAM Period. The 
GDPPI escalation rate shall be the consensus projection 
published by the Blue Chip Economic Indicators (Aspen 
Publishing) each February for the current Rate Adjustment 
Period. In the event that the Blue Chip Economrc Indicators 
forecast of the GDPPI is not available, the Consumer Advocate, 
Company, and other parties to the most recent rate case, with 
approval of the Commission, shall jointly select an alternative 
data source, or national economic index similar to GDPPI, as 
appropriate. 

f) The annual Labor Productivity Offset shall be fixed at 0,76 
percent (76/100 of one percent) and will be subtracted from the 
Labor Cost Escalation Rates applicable to Base Expenses to 
determine the authorized RAM Revenue Adjustment for each RAM 
Period. 

g) The Base Expenses shall be the labor and non-labor 
operations and maintenance expense amounts approved by the 
Commission in the most recently completed rate case where the 
test year was the Evaluation Period, or alternatively as 
approved by the Commission for the immediately preceding year 
Rate Adjustment Mechanism results if the Evaluation Period was 
not a test year. Base Expenses shall not include any fuel, 
purchased power, IRP/DSM, pension. Other Post Employment 
Benefits ("OPEB"), or Clean Energy/Renewable Energy 
Infrastructure costs that are subject to recovery through 
separate rate tracking mechanisms. 

h) The Major Capital Projects shall be those capital 
investment projects that require application and Commission 
approval under the Commission's General Order No. 7, but 
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excluding those projects included in the Clean Energy 
Infrastructure Surcharge. 

i) The Baseline Capital Projects shall be the total amounts of 
capital investment completed and closed to Plant in Service, 
excluding amounts related to Major Capital Projects. 

j) The Return on Investment shall be the overall weighted 
percentage rate of return on debt and equity capital approved by 
the Commission in the most recently completed rate case. 

k) The Authorized Return on Equity shall be the overall 
weighted percentage rate of return on equity capital approved by 
the Commission in the most recently completed rate case. 

1) The Exogenous Tax Changes shall be the changes in tax laws 
or regulations that are estimated to impact Authorized Base Rate 
Revenues by two million dollars ($2,000,000) or more. 

m) The Rate Base shall be the average net investment estimated 
for the RAM Period, including each of the elements of rate base 
reflected within the most recent rate case Decision & Order 
issued by the Commission, quantified in the manner prescribed in 
part (f) of Section 2 of the Rate Adjustment Mechanism, 

n) The Authorized Base Revenue shall be the annual amount of 
revenue required for the utility to recover its estimated 
Operations & Maintenance, Depreciation, Amortization and Tax 
expenses for the RAM Period, as well as the Return on Investment 
on projected Rate Base for the RAM Period, using the ratemaking 
conventions and calculations reflected within the most recent 
rate case Decision & Order issued by the Commission, quantified 
in the manner prescribed herein. 

o) The RAM Revenue Adjustment shall be the difference between 
the calculated Authorized Base Revenue for the RAM Period and 
either: 1) the previous year's calculated Authorized Base 
Revenue; or 2) the revenue requirement approved by the 
Commission in an interim or final decision in the Company's 
general rate case, whichever is more recent. The RAM Revenue 
Adjustment determined by this RAM Provision is to be recovered 
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through the RBA Provision commencing on June 1 and over the 
subsequent 12 months after June 1. 

p) Earnings Sharing Revenue Credits shall be the amounts to be 
returned to customers as credits through the Revenue Balancing 
Account ("RBA") Provision, so as to implement the earnings 
sharing percentages and procedures described herein, commencing 
on June 1 of the calendar year containing the Annual Evaluation 
Date and over the subsequent 12 months after June 1. 

q) Major Capital Projects Credits shall be the amounts to be 
returned to customers through the Revenue Balancing Account 
Provision, to reduce the preceding year's RAM Revenue Adjustment 
(including interest at the rate described in the RBA Provision) 
for specific major capital projects that were not placed into 
service within the first nine months of the preceding RAM Period 
as expected. The Major Capital Projects Credits are to be 
refunded through the RBA Provision, commencing on June 1 of the 
calendar year containing the Annual Evaluation Date and over the 
subsequent 12 months after June 1. 

Rate Adjustment Mechanism 

The Company shall file with the Commission, the Consumer 
Advocate and each party to the Company's most recent rate case 
proceeding, the schedules specified below: 

Evaluation Period Earnings Sharing: 

1. For the twelve month period ending December 31, of each 
year (the "Evaluation Period") , with the filing to be made 
no later than March 31, of the year following the 
conclusion of the Evaluation Period. The schedules will 
include the following: 

a) Company's recorded actual average net plant in service, 
accumulated deferred income taxes, inventory, working 
capital, and other rate base components. The schedules 
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shall also show the utility's depreciation expense, 
operating and maintenance expense, income taxes, taxes 
other than income taxes, and other components of income 
for return, revenues, and capital structure, cost of 
debt, overall cost of capital, and return on common 
equity in the format set forth in the final order 
establishing the Company's latest effective rates. 

b) All applicable accounting and pro forma adjustments 
historically required in annual reports filed with the 
Commission. 

c) Pro-forma adjustments to remove from recorded revenues 
any out-of-period Earnings Sharing Revenue Credits or 
Major Capital Projects Credits recorded during the 
Evaluation Period, and 

d) A calculation comparing the achieved return on average 
common equity to the following earnings sharing grid, and 
indicating the Earnings Sharing Revenue Credit that 
should be recorded within the Revenue Balancing Account 
to effect the prescribed sharing of earnings above 
authorized levels: 

ROE at or below the 
Authorized ROE 

First 100 basis points 
(one percent) over 
Authorized ROE 
Next 200 basis points 
(two percent) over 
Authorized ROE 
All ROE exceeding 300 
basis points (three 
percent) over 
Authorized ROE 

Retained entirely by shareholders 
- no customer credits 

25% share credit to customers 

50% share credit to customers 

90% share credit to customers 

RAM Period RAM Revenue Adjustment: 
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2) The Company shall provide additional schedules indicating 
the following proposed RAM Revenue Adjustment calculations 
applicable for the RAM Period using the methodology set 
forth below: 

a) The Base Expenses shall be segregated between labor and 
non-labor amounts and treated as follows: 

i. The labor component shall be quantified for the 
RAM Period by application of the Labor Cost 
Escalation Rate, reduced to account for the 
Productivity Offset to labor expenses. 

ii. The Non-labor components quantified for the RAM 
Period by application of the Non-labor Escalation 
Rate, 

iii. Tracked O&M expenses for fuel, purchased power, 
pension/OPEBs, IRP/DSM or other rate adjustment 
provisions are to be carried forward for the RAM 
Period at the fixed amounts established in the 
most recent rate case proceeding. 

b) Depreciation and amortization expenses shall be 
quantified for the RAM Period by application of 
Commission-approved accrual rates to the actual recorded 
Plant in Service balances at the end of the Evaluation 
Period. 

c) The Authorized Base Revenue required for Rate Base shall 
be determined by multiplying the applicable Return on 
Investment percentage rate times Rate Base. The 
Authorized Base Revenue associated with return on 
investment shall include related income taxes on the 
equity components of such return. The quantification of 
Rate Base is specified in greater detail in part (f) of 
this Section 2. 

d) The Authorized Base Revenue impact of any Exogenous Tax 
Changes shall be included in the RAM Period calculation 
of Authorized Base Revenues. 

e) Revenue taxes shall be adjusted to account for the change 
in parts (a) through (d) of this Section 2. 

f) Rate Base for the EUy«l Period shall be quantified as 
follows: 

i. Plant in Service, Accumulated Depreciation, 
Accumulated'Deferred Income Taxes and 
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Contributions in Aid of Construction ("CIAC") 
shall be a two-point average of actual recorded 
balance sheet data at December 31 of the 
Evaluation Period, plus projected values at 
December 31 of the RAM Period determined as 
prescribed in parts (ii) through (v), below, 

ii. Plant in Service shall be quantified by adding to 
the recorded balances at December 31 of the 
Evaluation Period, the simple average of Baseline 
Capital Projects plant additions recorded in the 
immediately preceding five calendar years, plus 
the estimated cost of completed Major Capital 
Projects that are anticipated to be in service by 
September 30 of the RAM Period. The cost of 
Major Capital Projects shall be limited to the 
dollar amounts previously approved by the 
Commission. 

iii. Accumulated Depreciation at December 31 of the 

RAM Period shall be quantified by increasing the 
recorded balances at December 31 of the 
Evaluation Period by the amount set forth in 
Section 2 part (b) above. 

iv. CIAC shall be quantified by adding to the 
recorded balance at December 31 of the Evaluation 
Period an estimate of the net change for the RAM 
Period. The net change shall be based on a 
simple average of cash and in-kind CIAC for the 
immediately preceding five calendar years for 
programs (i.e,, numerous low cost capital 
projects) plus specific engineering estimates of 
any contributions for the Major Capital Projects 
anticipated to be in service by September 30 of 
the RAM Period, 

v. Accumulated Deferred Income Taxes shall be 

quantified by adding to the recorded balances at 
December 31 of the Evaluation Period the 
estimated tax effect of the depreciation timing 
difference (i.e., difference between book 
depreciation and tax depreciation) on the 
Baseline Capital Projects and Major Capital 
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Projects added to rate base during the RAM 
Period, 

vi. Working Cash and all other elements of rate base 
not specifically addressed above shall be fixed 
at the dollar amount approved by the Commission 
in the last rate case Decision & Order. These 
elements of rate base shall be held constant 
until revised by a Commission Decision & Order in 
a subsequent general rate case. 

Evaluation Procedures 

Complete, indexed workpapers and electronic files supporting 
the RAM Adjustment Schedules shall be provided to the 
Commission, the Consumer Advocate and all other parties to the 
Utility's most recent rate case proceeding, coincident with 
the date of filing. The Company will be prepared to provide 
supplemental information as may be requested to ensure 
adequate review by the Commission, Consumer Advocate or other 
parties. The Consumer Advocate and the other parties may 
propose any adjustments determined to be required to bring the 
schedules into compliance with the above provisions and will 
work collaboratively to reach agreement on any proposed 
adjustments. As described in Sections 6-61-61 and 6-61-111 of 
the Hawaii Administrative Rules, Title 6, Chapter 61, based 
upon the Company's filed schedules and in the absence of any 
protests submitted by the Consumer Advocate or other parties 
not later than 15 days before the June 1 effective date of the 
RBA Rate Adjustments described in the RBA Provision tariff, 
the RBA Rate Adjustments incorporating the RAM Revenue 
Adjustment shall go into effect on the June 1 effective date 
and the Commission shall confirm in its monthly Tariff Order 
the effectiveness of the Company's proposed tariff, so as to 
achieve the revenue levels approved for both the Evaluation 
Period and RAM Period. 

Notice 
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Notice of the annual Rate Adjustment Mechanism filing shall be 
provided to all affected customers of the Utility in 
accordance with the provisions of this section by publication 
in newspapers of general circulation within 30 days and by 
including notification with its billing statements within 60 
days after the Company makes its annual filing pursuant to 
this tariff. The notice to customers shall include the 
following information: 

a) A description of the proposed revision of revenues and 
Earnings sharing credits; 

b) The effect of the proposed RAM Revenue Adjustment on the 
rates applicable to each customer class and on the 
typical bill for residential customers; and 

c) The Company's address, telephone number and website where 
information concerning the proposed RAM Revenue 
adjustment may be obtained. 
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ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

Rate Adjustment Mechanism ("RAM") Provision 

Purpose 

This mechanism is subject to review and continuation, 
termination or modification in the utility's next base rate case 
proceeding, upon a showing by the utility and finding by the 
Commission that continuation or modification is appropriate. As 
part of its .submitted testimony in the base rate case, the 
Company will include a summary report on the status of certain 
HCEI initiatives. Th,e PAJyl mechanism is designed to determine the 
change in annual utility base revenue levels, recognizing 
certain estimated changes in the utility's cost to provide 
service. If, through the application of this mechanism, it is 
determined that annual utility base revenues should be decreased 
or increased, then the RAM Revenue Adjustment will be applied 
within the Revenue Balancing Account Provision. The RAM Revenue 
Adjustment established for RAM Period calendar year 2011 shall 
remain in effect until the Commission approves a base revenue 
level in the Company's 2011 test year rate application. 

Definitions 

a) The Annual Evaluation Date shall be the Date the Company 
will make its annual filing under this mechanism. The Annual 
Evaluation Date shall be no later than Jylarch 31, of each year 
commencing Jylarch 31, 2010. 

b) The Evaluation Period is defined as the historical twelve 
month period ending December 31, of each calendar year preceding 
the Annual Evaluation Date. The Evaluation Period is used 
solely to determine achieved earnings and any sharing of such 
earnings above the Authorized Return on Equity. 

c) The RAM Period is defined as the calendar year containing 
the Annual Evaluation Date. 

d) The Labor Cost Escalation Rate shall be the applicable 
annual percentage general wage rate increase provided for in 
currently effective union labor agreements for use in escalating 
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wage and salary Base Expenses for both union and non-union 
employees to determine the RAM Revenue Adjustment for each RAM 
Period. In the event no union labor agreement exists for a RAM 
Period, the most recently effective annual general percentage 
increase rate shall apply. 

e) The Non-labor Cost Escalation Rate shall be the consensus 
estimated annual change in the Gross Domestic Product Price 
Indicator ("GDPPI") to escalate non-labor Base Expenses to 
determine the RAM Revenue Adjustment for each RAM Period. The 
GDPPI escalation rate shall be the consensus projection 
published by the Blue Chip Economic Indicators (Aspen 
Publishing) each Jr'ebruary for the current Rate Adjustment 
Period. In the event that the Blue Chip Economic Indicators 
forecast of the GDPPI is not available, the Consumer Advocate, 
Company, and other parties to the most recent rate case, with 
approval of the Commission, shall jointly select an alternative 
data source, or national economic index similar to GDPPI, as 
appropriate. 

f) The annual Labor Productivity Offset shall be fixed at 0.76 
percent (76/100 of one percent) and will be subtracted from the 
Labor Cost Escalation Rates applicable to Base Expenses to 
determine the authorized RAM Revenue Adjustment for each RAM 
Period. 

-{ Deleted; Ja nuary ^ J 
'[ Deleted; March j 

g) The Base Expenses shall be the labor and non-labor 
operations and maintenance expense amounts approved by the 
Commission in the most recently completed rate case where the 
test year was the Evaluation Period, or alternatively as 
approved by the Commission for the immediately preceding year 
Rate Adjustment Mechanism results if the Evaluation Period was 
not a test year. Base Expenses shall not include any fuel, 
purchased power, IRP/DSM, pension. Other Post Employment 
Benefits ("OPEB"), or Clean Energy/Renewable Energy 
Infrastructure costs that are subject to recovery through 
separate rate tracking mechanisms. 

h) The Major Capital Projects shall be those capital 
investment projects that require application and Commission 
approval under the Commission's General Order No. 7, but 
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excluding those projects included in the Clean Energy 
Infrastructure Surcharge. 

i) The Baseline Capital Projects shall be the total amounts of 
capital investment completed and closed to Plant in Service, 
excluding amounts related to Major Capital Projects. 

j) The Return on Investment shall be the overall weighted 
percentage rate of return on debt and equity capital approved by 
the Commission in the most recently completed rate case. 

k) The Authorized Return on Equity shall be the overall 
weighted percentage rate of return on equity capital approved by 
the Commission in the most recently completed rate case. 

1) The Exogenous Tax Changes shall be the changes in tax laws 
or regulations that are estimated to impact Authorized Base Rate 
Revenues by two million dollars ($2,000,000) or more. 

m) The Rate Base shall be the average net investment estimated 
for the RAM Period, including each of the elements of rate base 
reflected within the most recent rate case Decision s Order 
issued by the Commission, quantified in the manner prescribed in 
part (f) of Section 2 of the Rate Adjustment Mechanism. 

n) The Authorized Base Revenue shall be the annual amount of 
revenue required for the utility to recover its estimated 
Operations & Maintenance, Depreciation, Amortization and Tax 
expenses for the RAM Period, as well as the Return on Investment 
on projected Rate Base for the RAM Period, using the ratemaking 
conventions and calculations reflected within the most recent 
rate case Decision & Order issued by the Commission, quantified 
in the manner prescribed herein. 

o) The RAM Revenue Adjustment shall be the difference between 
the calculated Authorized Base Revenue for the RAM Period and 
either: 1) the previous year's calculated Authorized Base 
Revenue; or 2) the revenue requirement approved by the 
Commission in an interim or final decision in the Company's 
general rate case, whichever is more recent. The RAM Revenue 
Adjustment determined by this RAM Provision is to be recovered 
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through the RBA Provision commencing on ^June I and over the 
subsequent 12 months after ;June I. 

p) Earnings Sharing Revenue Credits shall be the amounts to be 
returned to customers as credits through the Revenue Balancing 
Account ("RBA") Provision, so as to implement the earnings 
sharing percentages and procedures described herein, commencing 
on jJune I of the calendar year containing the Annual Evaluation 
Date and over the subsequent 12 months after jJune I. 
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q) Major Capital Projects Credits shall be the amounts to be 
returned to customers through the Revenue Balancing Account 
Provision, to reduce the preceding year's RAM Revenue Adjustment 
(including interest at the rate described in the RBA Provision) 
for specific major capital projects that were not placed into 
service within the first nine months of the preceding RAM Period 
as expected. The Major Capital Projects Credits ^re to be , - - (Deleted: 
refunded through the RBA Provision, commencing on ,June 1 of the _̂ - [Deleted; 
calendar year containing the Annual Evaluation Date and over the 
subsequent 12 months after .June 1. 

D 
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Rate Adjustment Mechanism 

The Company shall file with the Commission, the Consumer 
Advocate and each party to the Company's most recent rate case 
proceeding, the schedules specified below: 

Evaluation Period Earnings Sharing: 

1. For the twelve month period ending December 31, of each 
year (the "Evaluation Period"), with the filing to be made 
no later than ;^arch 31, of the year following the ̂ -̂--(Deleted: February 2s 
conclusion of the Evaluation Period. The schedules will 
include the following: 

a) Company's recorded actual average net plant in service, 
accumulated deferred income taxes, inventory, working 
capital, and other rate base components. The schedules 
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shall also show the utility's depreciation expense, 
operating and maintenance expense, income taxes, taxes 
other than income taxes, and other components of income 
for return, revenues, and capital structure, cost of 
debt, overall cost of capital, and return on common 
equity in the format set forth in the final order 
establishing the Company's latest effective rates. 

b) All applicable accounting and pro forma adjustments 
historically required in annual reports filed with the 
Commission. 

c) Pro-forma adjustments to remove from recorded revenues 
any out-of-period Earnings Sharing Revenue Credits or 
Major Capital Projects Credits recorded during the 
Evaluation Period, and 

d) A calculation comparing the achieved return on average 
common equity to the following earnings sharing grid, and 
indicating the Earnings Sharing Revenue Credit that 
should be recorded within the Revenue Balancing Account 
to effect the prescribed sharing of earnings above 
authorized levels: 

ROE at or below the 
Authorized ROE 

First 100 basis points 
(one percent) over 
Authorized ROE 
Next 200 basis points 
(two percent) over 
Authorized ROE 
All ROE exceeding 300 
basis points (three 
percent) over 
Authorized ROE 

Retained entirely by shareholders 
- no customer credits 

25% share credit to customers 

50% share credit to customers 

90% share credit to customers 

RAM Period RAM Revenue Adjustment: 

HAWAIIAN ELECTRIC COMPANY, INC. 
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EXHIBIT B-1 
PAGE 6 OF 9 

REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM 

2) The Company shall provide additional schedules indicating 
the following proposed RAM Revenue Adjustment calculations 
applicable for the RAM Period using the methodology set 
forth below: 

a) The Base Expenses shall be segregated between labor and 
non-labor amounts and treated as follows: 

i. The labor component shall be quantified for the 
RAM Period by application of the Labor Cost 
Escalation Rate, reduced to account for the 
Productivity Offset to labor expenses. 

ii. The Non-labor components quantified for the RAM 
Period by application of the Non-labor Escalation 
Rate. 

iii. Tracked O&M expenses for fuel, purchased power, 
pension/OPEBs, IRP/DSM or other rate adjustment 
provisions are to be carried forward for the RAM 
Period at the fixed amounts established in the 
most recent rate case proceeding. 

b) Depreciation and amortization expenses shall be 
quantified for the RAM Period by application of 
Commission-approved accrual rates to the actual recorded 
Plant in Service balances at the end of the Evaluation 
Period. 

c) The Authorized Base Revenue required for Rate Base shall 
be determined by multiplying the applicable Return on 
Investment percentage rate times Rate Base. The 
Authorized Base Revenue associated with return on 
investment shall include related income taxes on the 
equity components of such return. The quantification of 
Rate Base is specified in greater detail in part (f) of 
this Section 2. 

d) The Authorized Base Revenue impact of any Exogenous Tax 
Changes shall be included in the RAM Period calculation 
of Authorized Base Revenues. 

e) Revenue taxes shall be adjusted to account for the change 
in parts (a) through (d) of this Section 2. 

f) Rate Base for the RAM Period shall be quantified as 
follows: 

i. Plant in Service, Accumulated Depreciation, 
Accumulated Deferred Income Taxes and 

HAWAIIAN ELECTRIC COMPANY. INC. 
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REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM PROVISION 

Contributions in Aid of Construction ("CIAC") 
shall be a two-point average of actual recorded 
balance sheet data at December 31 of the 
Evaluation Period, plus projected values at 
December 31 of the RAM Period determined as 
prescribed in parts (ii) through (v), below. 

ii. Plant in Service shall be quantified by adding to 
the recorded balances at December 31 of the 
Evaluation Period, the simple average of Baseline 
Capital Projects plant additions recorded in the• 
immediately preceding five calendar years, plus 
the estimated cost of completed Major Capital 
Projects that are anticipated to be in service by 
September 30 of the RAM Period. The cost of 
Major Capital Projects shall be limited to the 
dollar amounts previously approved by the 
Commission. 

iii. Accumulated Depreciation at December 31 of the 
RAM Period shall be quantified by increasing the 
recorded balances at December 31 of the 
Evaluation Period by the amount set forth in 
Section 2 part (b) above. 

iv. CIAC shall be quantified by adding to the 
recorded balance at December 31 of the Evaluation 
Period an estimate of the net change for the RAM 
Period. The net change shall be based on a 
simple average of cash and in-kind CIAC for the 
immediately preceding five calendar years for 
programs (i.e., numerous low cost capital 
projects) plus specific engineering estimates of 
any contributions for the Major Capital Projects 
anticipated to be in service by September 30 of 
the RAM Period. 

V. Accumulated Deferred Income Taxes shall be 
quantified by adding to the recorded balances at 
December 31 of the Evaluation Period the 
estimated tax effect of the depreciation timing 
difference (i.e., difference between book 
depreciation and tax depreciation) on the 
Baseline Capital Projects and Major Capital 

HAWAIIAN ELECTRIC COMPANY, INC. 
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REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM 

Projects added to rate base during the RAM 
Period, 

vi. Working Cash and all other elements of rate base 
not specifically addressed above shall be fixed 
at the dollar amount approved by the Commission 
in the last rate case Decision & Order. These 
elements of rate base shall be held constant 
until revised by a Commission Decision & Order in 
a subsequent general rate case. 

EXHIBIT B-1 
PAGE 8 OF 9 

Evaluation Procedures 

Complete, indexed workpapers and electronic files supporting 
the RAM Adjustment Schedules shall be provided to the 
Commission, the Consumer Advocate and all other parties to the 
Utility's most recent rate case proceeding, coincident with 
the date of filing. The Company will be prepared to provide 
supplemental information as may be requested to ensure 
adequate review by the Commission, Consumer Advocate or other 
parties. The Consumer Advocate and the other parties may 
propose any adjustments determined to be required to bring the 
schedules into compliance with the above provisions and will 
work collaboratively to reach agreement on any proposed 
adjustments. As described in Sections 6-6I-6I and 6-6I-II1 of 
the Hawaii Administrative Rules, Title 6, Chapter 61, based 
upon the Company's filed schedules and in the absence of any 
protests submitted by the Consumer Advocate or other parties 
not later than 15 days before the .June 1 effective date of the 
RBA Rate Adjustments described in the RBA Provision tariff, 
the RBA Rate Adjustments incorporating the RAM Revenue 
Adjustment shall go into effect on the .June I effective date 
and the Commission shall confirm in its monthly Tariff Order 
the effectiveness of the Company's proposed tariff, so as to 
achieve the revenue levels approved for both the Evaluation 
Period and RAM Period. 
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REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM PROVISION 

Notice of the annual Rate Adjustment Mechanism filing shall be 
provided to all affected customers of the Utility in 
accordance with the provisions of this section by publication 
in newspapers of general circulation within 30 days and by 
including notification with its billing statements within 60 
days after the Company makes its annual filing pursuant to 
this tariff. The notice to customers shall include the 
following information: 

a) A description of the proposed revision of revenues and 
Earnings sharing credits; 

b) The effect of the proposed RAM Revenue Adjustment on the 
rates applicable to each customer class and on the 
typical bill for residential customers; and 

c) The Company's address, telephone number and website where 
information concerning the proposed RAM Revenue 
adjustment may be obtained. 

HAWAIIAN ELECTRIC COMPANY, INC. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

I. Implementation Process & Timeline 

ITEM 

A. Annual Filing Date 
for Approval of RBA 
Adjustment rates to 
Reflect Revenue 
Adjustments that 
Conform with the 
RAM Provision 
B. Review Period 
C. Effective Date 

D. Monthly 
Allocations of Target 
Revenues 

E. Recovery of 
Authorized Base 
Revenue Adjustment 

HECO COMPANIES' 
PROPOSAL 
November 30'*' 
1} Allovt/s customers to 
anticipate billing change; 2) 
Allows Companies to use 
revenue estimate for 
budgeting & planning 
purposes. 
30 days 
January 1'* 

Initial allocation will be based 
on the approved 2009 rate 
case sales MWH forecast. 
Post test year allocations will 
be based on the most current 
sales forecast available. 
Recovery by the 
establishment of separate 
kwh rates for residential and 
commercial/industrial 
customers separately. 

CONSUMER ADVOCATE'S 
PROPOSAL 
February 28"̂  
1) Have prior year actuals of 
RBA roll-over balance from 
prior year and for 
estimation of rate base 
RAM; 2) Have l " quarter 
forecast for O&M RAM. 
60 days 
M a y l " 

No position stated in 
January 30, 2009 proposal. 

Rates should be determined 
by using kwh billing 
determinants. RAM 
formula-driven revenue 
changes to be allocated to 
rate super-classes using the 
percentage distribution of 
revenue changes from the 
Companies' most recent 
rate case. 

AGREEMENT 

JSOP - February 28*'̂ . The parties aRree to the Consumer 
Advocate's proposal to allow use of actual recorded data for 
rate base calculations and depreciation and CIAC 
amortization expenses. 

FSOP-March 31" . 

60 days 
JSOP - Mav 1 " 
FSOP-June;". 
Initial monthly allocation will be based on the 2009 
approved MWH forecast in the pending rate case. Monthly 
allocations will be revised based on subsequent test year 
mWh forecasts. 

Recovery by the establishment of separate RBA Adjustment 
rates per kwh for two classes; all residential and all 
commercial/industrial customers. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

F. Period of 
Implementation of 
Rate Change 

G. Rate Case Cycle 

Decoupling of revenues from 
sales will begin with the 
establishment of the RBA 
with the Issuance of interim 
orders in the Companies' 
2009 rate cases. 
For the post test years, the 
RBA Adjustment rate changes 
will be in effect for 12 
months - January l " through 
December 3 1 " - t o recover 
the RBA balance from the 
preceding year and the RAM 
for the post test year. 

Three years. 
For the initial cycle, in order 
to get the Companies on a 
staggered year filing 
schedule, the next rate cases 
will be for the following test 
years: HECO-2011, MECOor 
HELCO-2012, MECO or 
HELCO-2013. However, 
depending on circumstances, 
Companies may file rate 
cases out of cycle^ 

Decoupling of revenues 
from sales will begin with 
the establishment of the 
RBA with the issuance of 
interim orders in the 
Companies' 2009 rate cases. 
For the post test years, RBA 
Adjustment rate changes 
will be in effect for 8 
months, from May l " 
through December 3 l " for 
recovery of the preceding 
year's RBA EOY balances, 
and for 12 months, May l " 
through April 3 0 ' \ for the 
recovery of incremental 
revenues derived from the 
RAM calculation. 

Agrees with HECO proposal 
on the staggered cycle and 
believes it is appropriate to 
establish a filing schedule 
guideline. Also agrees that 
"all parties reserve the right 
to initiate formal rate 
proceedings to replace and 
terminate RAM at any time 
on a schedule other than as 
planned." 

JSOP- Decoupling of revenues from sales will begin with the 
establishment of the RBA with the issuance of interim 
orders in the Companies' 2009 rate cases. 

For the post test years, the revised RBA Adjustment rates 
will be effective on May l " through April 30'^ of the 
following year. 

FSOP - Decoupling of revenues from sales will be^Jn with the 
establishment of the RBA with the Issuance of interim 
orders in|iECO's 2009 rate case and MECO'̂  and HELCO's ^ 
2009 or 2010 rate cases. n. 

For the post test years, the revised RBA Adjustment rates 
will be effective on^June l " through May 31st of the 
following year. 

Three year rate case cycle after initial cycle. 
For the initial cycle, rate cases will be filed for the following 
test years: HECO-2011, MECO or HELCO-2012, MECO or 
HELCO-2013. However, depending on circumstances. 
Companies and other parties may file rate proceedings to 
replace and terminate RAM at any time on a schedule other 
than as planned. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

H. Revenue Balancing Account (RBAl Issues 

ITEM 

A. Revenues Reflected 
in RBA 

B. Revenue Taxes 

C. Interest Rate on 
Balances in RBA 

HECO COMPANIES' 
PROPOSAL 
Exclude revenues that are 
separately recovered and 
reconciled for ECAC, 
Purchased Power 
Adjustment, CEIS/DSM/IRP 
surcharge.or Pension/OPEB 
mechanisms. 

Excluded from targeted and 
actual revenues. 

Same as Rate of Return on 
Rate Base {RORB) - ECAC and 
IRP surcharges use the RORB 
for the estimation of interest. 

CONSUMER ADVOCATE'S 
PROPOSAL 
Agree with HECO proposal. 

Agree with HECO proposal. 

6% - same as that given on 
customer deposits and 
noted in tariff. 

AGREEMENT 

JSOP - Target revenue is the Authorized Base Revenue 
approved in an interim or final decision and order in a rate 
case plus or minus any RAM Revenue Adjustment calculated 
and approved under the RAM provision, excluding revenue 
taxes. Target revenue will exclude revenue for fuel and 
purchased power expenses recovered either in base rates or 
in a purchased power adjustment clause and all revenue 
being separately tracked or recovered through any other 
surcharge or rate tracking mechanism. 

FSOP - Target revenue is the Authorized Base Revenue for .. 
each of the HECO Companies approved in an interim or final 
decision and order in a rate case plus or minus any RAM 
Revenue Adjustment calculated and aporoved under the 
RAM provision, excluding revenue taxes, and less any 
refunds due to the Earnings Sharing Mechanism (as 
described in the illustrative Rate Adjustment Mechanism 
tariff}. Target revenue will exclude revenue for fuel and 
purchased power expenses recovered either in base rates or 
in a purchased power adiustment clause and all revenue 
being separately tracked or recovered through any other 
surcharge or rate tracking mechanism. 

Included in developing RAM Revenue Adjustment for the 
RAM period. Excluded from target and recorded adjusted 
revenues for RBA tracking purposes. 
6% annual simple interest rate (i.e., will apply one-twelfth of 
6% per month). Interest will be restated for any Commission 
ordered changes to RAM Revenue Adjustments. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

1̂1. Revenue Adiustment Mechanism fRAMl - O&M Expenses Deleted: —Page Break-

ITEM 

A.Labor Expense 
Escalators 

B. NonLabor Expense 
Escalators 

HECO COMPANIES' 
PROPOSAL 
Three Global Insight indices: 
1) Generation, Transmission 
& Distribution workers; 2) 
Utility Service workers; and 
3) Managers & 
Administrators. These 
indices are applied to the 
Companies' specific costs; no 
additional data manipulation 
is required since the indices 
align with the presentation 
and formatting of the 
Companies' costs provided in 
rate case filings; 3'̂ '' party 
forecast so little chance of 
"gaming". 

The indices from the forecast 
issued immediately prior to 
the filing of the RAM tariff 
will be used. 
The Companies' estimates of 
nonlabor expense escalation 
in the post test years are 
based on six Global Insight 
material and services' indices 
for: 1) Steam Production; 
2)Transmission Plant; 
3)Distribution Plant; 4) 

CONSUMER ADVOCATE'S 
POSITION 
The Union contract wage 
escalation rate applied to 
both bargaining unit and 
non-bargaining unit wages 
and salaries, reduced by the 
proposed 0.76% 
productivity factor. 

For post test years that are 
not covered by the Union 
contract, the agreed-upon 
escalation rate for the last 
year of the Union contract 
will be used. 

GDPPI forecast issued by the 
Blue Chip Economic 
Indicators forecast service, 
reduced by the proposed 
0.76% productivity factor. 

AGREEMENT 

The Union contract wage escalation rate applied to both 
bargaining unit and non-bargaining unit wages and salaries, 
reduced by a 0.76% productivity factor. 

For post test years that are not covered by the Union 
contract, the last year's wage escalation rate agreed to by 
the Union and Companies will be used 

FSOP - Illustrative example provided as Attachment 1^ 

• 

JSOP - The Blue Chip Economic Indicators Consensus 
forecast of GDPPI issued in January (immediately prior to the 
filing of the RAM tariff) will be used. No productivity factor 
will be applied. 

FSOP - The Blue Chip Economic Indicators Consensus 
forecast of GDPPi issued jn Februarv of the year of the RAM 
filing will be used. No productivitv factor will be applied. - . 

Deleted: 

Deleted: immediatelv prior 
to the filing of the RAM tariff) 

Formatted: Highlight 

Formatted: Highlight 

-0 
> 
O 
m 
O 
Tl n 
ro 



EXHIBIT C 
SUMMARYOF DECOUPLING PROPOSAL AGREEMENT 

C. True-Up of 

Escalators 

Customer Accounts; 
5)Customer Service & 
Information; 
6)Administrative & General. 
These indices are applied to 
the Companies specific costs; 
no additional data 
manipulation is required 
since the indices align with 
the presentation and 
formatting of the Companies' 
costs with what is already 
provided in rate case filings; 
and is a 3'̂ '' party forecast so 
there is little chance of 
"gaming". 

The indices from the forecast 
issued immediately prior to 
the filing of the RAM tariff will 
be used for the calculation of 
the RAM associated with 
nonlabor expenses. 

There should be no "true-up" 
in the sense of having a 
retroactive refund/recovery 
of the prior year's RAM 
revenues. Because Global 
Insight will reflect the actual 
index as time moves forward, 
for the 2"" & 3''' post test 
years, by aggregating alt the 
prior indices from the test 
year forward, there is a self-
correcting true-up. 

No position. 

Illustrative exampled provided as Attachment 1^ 
s. '̂  -

No true-up. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

IV. Revenue Adiustment Mechanism fRAM) - Other Expenses 

ITEM 

A. Depreciation and 
Amortization 
Expenses 

B. Interest on 
Customer Deposits 

HECO COMPANIES' 
PROPOSAL 
Estimated to grow at same 
rate as estimated rate base, 
i.e., trended rate base + 
specific significant projects' 
depreciation costs. 
Should be treated like other 
nonlabor expenses, i.e., 
escalated bv GDPPI for RAM 
calculation purposes. 

CONSUMER ADVOCATE'S 
POSITION 
Based on Commission-
approved accrual rates to 
the actual recorded Plant in 
Service balances at end of 
the preceding year. 
No escalator should be 
applied. 

AGREEMENT 

Based on Commission-approved accrual rates applied to the 
actual recorded Plant in Service balances at end of the 
preceding year. (Note: Part of Consumer Advocate's RAM 
for rate base methodology. See item V.A. below) 

FSOP - No escalator will be applied to the approved test 
vear amount. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

V. Revenue Adiustment Mechanism - Rate Base 

ITEM 

A. Methodology 

B. Beginning Basis 

HECO COMPANIES' 
PROPOSAL 
Trended Rate Base with an 
overlay of "significant 
projects" impacts. 

Approved 2009 Rate Bases. 

CONSUMER ADVOCATE'S 
PROPOSAL 
Rate base for major 
elements reflect an 
average test year, including 
actual balances from prior 
year; plant additions 
comprised of baseline (5-
year historical average) and 
major projects scheduled to 
be completed in first 6 
months of RAM year. 
accumulated depreciation 
includes annual 
depreciation on prior year-
end actual plant in service 
balance, estimated ADIT, 
and estimated incremental 
CIAC and related 
depreciation impacts. 
Prior Year Actual recorded 
balances for the Plant, 
Depreciation/Deferred Tax 
Reserve and CIAC elements 
of Rate Base 

AGREEMENT 

JSOP - The parties agree to the Consumer Advocate's 
methodology as described In Exhibit B of the Joint Proposal. 
The 6-month period for major project completion has been 
extended to9-months. The calculation of average rate base 
will include actual year-end balances for the preceding 
calendar year. 

FSOP - Illustrative example of calculation provided in 
Attachment 2^ 

JSOP - Approved 2009 test vear rate bases held constant 
except for the components of: 1) Plant in Service; 2) CIAC, 3) 
Accumulated Depreciation; and 4) Accumulated Deferred 
Income Tax Reserve which will be based on the prior year's 
actual end-of-year balances as described in item V. 

FSOP - Approved HECO 2009 test vear rate base and MECO - -
and HELCO 2009 or 2010 test year rate bases held constant 
except for the components of: 1) Plant in Service; 21 CIAC." 31 
Accumulated Depreciation; and 41 Accumulated Deferred 
income Tax Reserve which wil! be based on the prior year's 
actual end-of-vear balances as described in item V. 

{Deleted: . 

Format ted: Highlight 

- 0 CTJ 

> X 

•n o 

to 



EXHIBIT C 
SUMMARYOF DECOUPLING PROPOSAL AGREEMENT 

C. Baseline Projection 

D. Significant/Major 
Projects 

E. Accumulated 
Depreciation and 
Accumulated 
Deferred Income 
Taxes 

Trended rate base, based on 
linear regression of 12 years 
of historical data, with 
significant projects removed. 

Defined as projects (including 
software development 
projects) that are approved 
by the Commission that are 
>S20M for HECO & >$10M 
for MECO & HELCO. Project 
costs are limited to last 
authorized + 10%. Would be 
reflected at full amount 
when put into service. 

Companies' proposal based 
on total rate base with no 
identification of specific 
components. 

Historical 5 year average of 
plant additions (without 
major projects) and CIAC 
(associated with baseline 
plant additions). 

Major projects are defined 
as CIP projects that are 
>$2.5M and are included In 
the RAM calculation if they 
are expected to close to the 
Plant in Service account In 
the first half of the RAM 
year. 

Inclusion of major CIP 
projects for RAM purposes 
does not foreclose any 
future review or evaluation 
of the reasonableness of the 
final cost of an individual 
project in future rate case 
proceedings and subsequent 
adjustments to the RBA to 
restate authorized revenue 
levels. 

Since this method uses the 
prior year-end recorded 
plant-in-service balances,, 
depreciation expense can be 
calculated (based on the 
preceding EOY plant-in-
service balance and 
approved depreciation 

The parties agree to the Consumer Advocate's methodology 
as described in Exhibit B of the Joint Proposal. 

Major projects are defined as CIP projects that are >$2.5M 
and are scheduled to be placed into service in the first nine 
months of the RAM period and recorded as Plant in Service. 
Major projects do not include software development 
projects. Major projects' costs, for the purposes of 
developing the RAM Revenue Adjustment will be limited to 
Commission-approved amounts. If a major project Is not 
placed into service as scheduled, the RAM adjustment 
associated with it (Including interest) will be refunded to 
customers as a credit through the RBA rate adjustment 
calculated for the following RAM period. 
Because reviews of the major projects' costs by the 
Commission, as actually incurred, may not occur until the 
rate case after the RAM revenue for the project Is collected 
by the Companies, Authorized Base Revenues (including 
interest) associated with these projects would be subject to 
refund to the extent the Commission disallows any of the 
project's cost. 

The parties agree to the Consumer Advocate's methodology 
as described in Exhibit B of the Joint Proposal. 

5 
o m 
OO 03 

*Ti n 

t o 



EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

F. RAM for the next 
rate case test years 

The Companies should still be 
able to file and implement 
the RAM for a test year. 
given the regulatory lag that 
is inherent in the rate case 
process. 

rates.) 
Agrees that all parties may 
reserve the right to initiate 
formal rate proceedings to 
replace and terminate RAM 
at any time on a schedule 
other than planned. 
However, "the RAM 
revenues authorized for that 
year should be deemed 
Interim and subject to 
refund if later deem to be 
excessive....No further 
interim rate relief or 
Statement of Probable 
Entitlement is required...". 

The Companies and Consumer Advocate agree that parties 
may initiate formal rate proceedings to replace and 
terminate RAM at any time on a schedule other than 
planned. 

Implementation of the RAM should continue in a test year. 
with any RAM increase in Base Authorized Revenues in the 
test year deemed interim and subject to refund If the 
Commission ultimately orders lower Base Authorjzed 
Revenues for that test year. 

Deleted: o 

VI. Other Issues 

ITEM 

A. Changes in State & 
Federal Tax Rates 

B. Return on Equity 

HECO COMPANIES' 
PROPOSAL 
As stated in the HCEI 
Agreement, the RAMs will 
reflect changes to the State 
and Federal tax rates. This 
provision would be included 
In our RAM tariff. 

This is an Item that should be 
decided in the rate cases. 
The appropriate level of ROE 

CONSUMER ADVOCATE' 
PROPOSAL 
To be reflected in 
calculations to revise the 
RAM for changes in tax 
legislation or regulation 
having an estimated 
prospective annual impact 
upon prior year recorded 
utility revenues In excess of 
one-half of one percent 
(O.S%) of such revenues. 

A "9%" ROE is the proposed 
celling before sharing 
begins. 

AGREEMENT 

Changes in tax laws or tax regulations that are estimated to 
impact Authorized Base Revenues by more than $2,000,000 
(HECO) or $500,000 (HELCO and MECO) will be reflected In 
calcutations to estimate authorized base revenues. 

To be decided In the Companies' rate cases. 
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EXHIBIT C 
SUMMARY OF DECOUPLING PROPOSAL AGREEMENT 

C. Earnings Sharing 
Mechanism 

D. RBA and RAM 
Continuation 

E. ECAC Heat Rate 

must be reviewed In the 
context of the additional risk 
that Is being undertaken by 
the Companies for the HCEI 
initiatives. 
If an earnings sharing 
mechanism is required. It 
should have a dead band 
around the authorized return 
on equity to incent 
productivity or cost savings. 
Sharing bands should be 
symmetrical. 

No stated position. 

The HFCO Companies believe 
that the fixed heat rate 

a. R0E<9%, earnings 
retained by Companies. 
b. 9-10% ROE, 25% share 
credit to customers. 
c. 10-12% ROE, 50% share 
credit to customers. 
d. >12% ROE, 90% share 
credit to customers. 

The HECO 2011 rate case to 
serve as forum for any 
HECO-proposed extension 
or modification of the RAM, 
with the HECO Companies 
bearing the burden of proof 
regarding the potential 
continuation of RAM after 
the second round of base 
rate cases. 
In recognition of the other 
parties' positions on this 

If actual achieved ROE, calculated as prescribed in Exhibit B, 
is: 
a. Less than the authorized ROE, all such earnings to be 
retained by shareholders; 
b. Between authorized ROE and ROE + next 100 basis points 
(one percent), 25% share credit of the revenue equivalent of 
such additional earnings to customers by reduction of the 
RBA rate adjustment; 
c. Between authorized ROE + 100 basis points and next ROE 
+ 200 basis points (two percent), 50% share credit of the 
revenue equivalent of such additional earnings to customers 
by reduction of the RBA rate adjustment; 
d. Above authorized ROE + next 300 basis points (three 
percent), 90% share credit of the revenue equivalent of such 
additional earnings to customers by reduction of the RBA 
rate adjustment. 

The parties agree that the RBA and RAM provisions will be 
subject to review and continuation, termination or 
modification in the utility's next base rate proceeding. The 
provisions wiU sunset when new base rates authorized in the 
next general rate case become effective, unless the 
Commission approves the continuation of the provisions 
(with or without modification). 

Conceptually, deadbands around the Companies' authorized 
heat rates for each fuel tvpe are aoprooriate with the ECAC 
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F. HCEI Status Report 

should still be maintained. 
However, with Commission 
approval in the instant 
proceeding, the Companies 
are willing to implement a 
conservative deadband of j<X 
btu/kwh sales above and 
betow the HECO jieat rate(sl 
as most recentty^approved 
bv the Commission for^ECO^ 

The Companies will provide ^ 
^tatus reportftn certain HCEI 
initiatives (e.g.. New Net 
Energy Metering (MW); New 
Net Energy Metering (No. of 
new installations); New 
Renewable Energy with 
approval and establishment 
of Feed-in Tariff (MW); RPS 
Goals achieved) as part of 
Jheir next rate case filings. 

issue, the Consumer 
Advocate is willine to 
consider deadbands (above 
and below) the Companies' 
heat rates byfuel types as 
authorized by the 
Commission. 

The Consumer Advocate 
supports a thorough 
review of HECQ^s 
performance 
relative to its 
commitments in the 
HCEI Agreement as a 
condition of any 
continuation or 
modification of 
decoupling tariffs 
RBA and RAM, noting 
that 
the RAM is explicitly 
subject to review and 
continuation, 
termination or 
modification in the 
utility's next base 
rate case proceeding, 
upon a 
showing by the 

operating as a full-cost pass-through when actual system 
heat rates are between the upper and lower deadband 
bounds. If the actual heat rates are above the deadband 
bound, the utility would not be able to recover any expenses 
and if the heat rates are lower than the lower deadband 
bound, the utility will be allowed to keep anv expenses 
saved, resulting from the lower heat rate. A deadband of 
+/- 50 btu per kWh Is proposed for HECO (based on an 
extrapolation of data provided in HECO's 2009 rate case) to.. 
be placed into effect with the issuance of an Order by the _ . 
Commission In the instant proceeding, assuming that the "~-
Commission has issued its decision in HECO's 2009 rate case. 
For MECO and HELCO. the Companies will perform studies in 
an effort to quantify appropriate deadbands for each 
company due to the impacts of sales reductions and 
Integrating renewables onto the MECO and HELCO grids. 

The Consumer Advocate and Companies agree 
with the d ra f t RAM t a r i f f r e v i s i o n which 
s t a t e s t h a t the Companies w i l l provide the •-,--
HCEI s t a t u s r epor t as p a r t of t h e i r base rate'-
case f i l i n g s t h a t take p lace a f t e r the 
i n i t i a l es tab l i shment and implementation of 
the RBA and RAM decoupling p r o c e s s e s . 

Deleted: 50 

Deleted: system 

Deleted: (as 

Deleted: in 

Deleted: 's 2009 test year 
rate case) with Commission 
approval in the instant 
proceeding. The Companies 
are still In the process of 
analyzing and developing 
proposals for the MECO and 
HELCO deadbands. 

Deleted: n 

Deleted: annual 

Deleted: for the prior year 

Deleted: its annual RBA and 
RAM filing. 
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utility and finding 
by the Commission 
that continuation or 
modification is 
appropriate. 
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Hawaiian Electric Company, Inc. 
FSOP O&H EXtENSBS BAH ONLY - NO CHAKGB IH SATE BASE) 

Results of Operations 
Based on 2009 Test Year 

(S Thousands) 

Electric Sales Revenue 
Other Operatinq Revenue 
Gain on Sale of Land 

TOTAL OPERATING REVENUES 

Fuel 
Purchased Power 
Production 

Production Labor * 
Production NonLabor * 

Transmission j 
Transmission Labor * 
Transmission NonLabor • 

Distribution 
Distribution Labor • 
Distribution NonLabor * 

Customer Accounts j 
Customer Accounts Labor • 
Customer Accounts NonLabor * 

Allowance for Uncoil. Accounts 
Customer Service | 

Current 
Effective 
Rates 

1,861,751 
4,487 

615 

1,866,853 

816,654 
477,055 
82,423 

13,930 

30,515 

16,297 

1,339 
6,997 

Customer Service Labor • 1 
Customer Service NonLabor * 

Administration & General 
Admin & Gen Labor • 
Admin s Gen NonLabor • 

Operation and Maintenance 

1 1 
Depreciation & Amortization 
Amortization of State ITC 
Taxes other Than Income 
Interest on Customer Deposits 
Income Taxes 1 

TOTAL OPERATING EXPENSES 

OPERATING IN COME 

AVERAGE RATE BASE 

1 
RATE OF RETURN ON AVERAGE 

RATE BASE 

1 
REVENUE ADJUSTMENT (DIFFERENCE IN TOTAL 

Additional 
Amount 

9 9 . 9 1 3 
122 

100.035 

72 

1 
77,863 1 

1,523,073 

82,966 
(1,453) 

172,913 
479 

20,251 

1,798,229 

68,624 

1,411,417 

4.86% 

OPERATING RE\ 

72 

8,879 

35,441 

44.392 

55,643 

(900) 

"ENUES) 

1 { I I 
* Allocated Labor and Nonlabor of total O&M expenses based on 2 

Revenue 
Requirements 
to Produce 

B.Slt 
Return on 
Averaqe 
Rate Base 

1.961,664 
4,609 

615 

1,966,888 

816,654 
477,055 
82,423 
33,619 
48,604 
13,930 
4,951 
6,979 

30,515 
12,474 
18,041 
16,297 
7,729 
8,568 
1,411 
6,997 

964 
6,033 

77,863 
21,199 
56,664 

1,523.145 

62,966 
{1,453) 

161,792 
479 

55,692 

1,842,621 

124,267 

1,410,517 

6.61% 

)09 Budqet as c 

2009 
Nominal 

Amount (N.1) 

4,609 
615 

5,224 

816,654 
477,055 

0 

0 

0 

19,098 

1,312,807 

na 

na 

na 

1,312,807 

na 

na 

rovided in HE 

2009 
BAU 

Amount 

0 
0 

0 

0 
0 

33,819 
46,604 

4,951 
6,979 

12,474 
16,041 

7,729 
8,568 
1,411 

2009 
1 + 

Index 

100.0% 

100.0% 
100.0% 

103.7% 
101.2% 

2010 
BAU * Index 

[Notes 

N.2 

N.2 
N.2 

N.3a 
N.3b 

! 
103.7% 
101.2% 

103.7% 
101.2% 

103.7% 
101.2% 
101.2* 

1 
964 

6,033 

21,199 
37,566 

210,336 

na 
-1,453 

na 
479 
na 

209,364 

na 

na 

co-wp-ioi(;i 

103.7% 

N.3a 
N.3b 

N.3a 
N.3b 

N.3a 
N.3b 
N.3b 

N.3a 
101.2%tN.3b 

1 
103.7%|N.3a 
101.2%!N.3b 

100.0% 

100.0% 

N.2 

N.2 

1 
1 

) in the 2009 

Amount 

0 
0 
0 

0 

0 
0 

35,063 
49,168 

5,137 
9,066 

12,941 
18,257 

6,018 
8,671 
1,428 

1,000 
6,105 

21,992 
36,017 

214,923 

na 
-1,453 

na 
479 
na 

213,949 

na 

0 
na 

Rate Case 
N.1 See "Nominal" Tab in Worksheet I I 1 1 1 1 • 

2010 
Nominal 

Amount (N.l) 

4,609 
615 

616,654 
477,055 

0 

0 

0 

19,098 

2010 
TOTAL 
RAH 

Amount 

1,966,996 
4,609 

615 

1,972,220 

816,654 
477,055 

35,083 
49,188 

5,137 
9,086 

12,941 
18,257 

8,018 
8,671 
1,428 

1,000 
6,105 

0 
21,992 
57,115 

1,527,730 

82,966 
-1,453 

182,539 
479 

55,692 

1,847,953 

124,267 

0 
1,410,517 

8.81% 

$5,332 

Notes 

N.ll 

N.12 

N.14 

N.IO 

N.9 > m 
X 

S 

o 
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N.2 No escalator used. | | | { 1 J 1 { 

N.3a Based on 2010 Union Contract w^qe rate increase (4.5%) less productivitv factor of 0.76%, for a net of 3.7%. 
N.3b Based on Blue Chip Economic Intiirators, Consensus GDP Price Index, 4/10/09, of 1.2% 
N.9 No chanqe in rate base | | « 
N.IO Based on 2009 TY RORB = 6.61% | | 

N.ll (Total Operatinq Expenses less revenue taxes+Operatinq Income)/(1-PUC & PSC t Franchise Tax rates-Uncoil Factor) less other Operatinq revenue s Gain on Sa] 
N.12 Index based on qrowth rate of sveraqe rate base 
N.13 Based on qrowth of O&M Expenses and OnRratina Income 
N.14 See "Taxes" Tab in Worksheet • 

1 1 
Total Labor in Test Year 

2009 
2010 

81,136.4 
84,170.9 103.74% 

Total NonLabor in Test Year (excludina Fuel & Purchase Power expense) 
2009 1 146,666.6 
2010 i 148,422.1 

1 
101.04% 

Total O&M (excludinq Fuel & Purchast? Power exoen.ie) 
2009 j 228,025.0 | 
2010 j 232,593.0 i 102.00% 

i 1 
i 

Total Operatinq Income 
2009 t 124,267.0 
2010 1 124,266.5 

1 
1 

100.00% 

1 
1 1 
1 1 
1 1 

1 
Total O&M Expenses (excludinq Fuel 5. Purchase Power exnense) & Operatinq Income 

2009 1 352,292.0 1 
2010 1 356,859.5 1 101 .10% 

1 1 

1 1 
1 
1 

-0 > m 
^ ri X ^ r^ ffi tn > g 
to o 2 
•^ 2 n 
j i . tn 
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APRIL 10,2009 a BLUE CHIP ECONOMIC INDICATORS B 3 

I 
2010 Real GDP Consensus Forecast Slipped To 1.8% 

„ti,K>Ahlv^il->\^-S^IJi^iiK-iifriklK-ii!,M.i£!ii 

l̂ ^̂ ^̂ ^̂ ĵ 
•^mmi^^^^^^^m ClearVieiv Economics* 
FedEx CoipocatioQ 
Comcrin Bvik* 
Nuoff Economic Adviion* 
Eyas Greenwich Capital 
Ford Motor Compuiy* 
WoodIt)rJ>arl:Rejcareh 
Moody's CapidI Maikcls 
Action Bcononucs 
Barclayi CaplOl 
StKtcte Oenerals 
UBS 
Infoium - Univ. of Mityland 
Wayne Hbmmerlnvcsttnenti LLC* 
DuPont** 
Naiiorul Assn. of Home Builders 
Macroecanomic Adviscn, LLC** 
Russell iQveiUncDta 
Keltnet Economic Atlvitcn 
EcoQOclsat 
Nomura Securities 
TumlnB Points (Micromeuics) 
Fannie Mac 
J P Morgiinaiase 
Saleil Securities Croup* 
Mesirow Financial 
Bank of America-MerriU Lynch 
Ocnerat Motors CcrpotatioD 
MoTSBU Stanley 
Dsiwa Securities Amerie* 

v-***ndaid & poors Corp.* 
{ k of Tokyo-Miuublshi OFJ 
^t-oM Economics, Inn. 

BMO CvjAM Matkets 
Moody's Ecoi]omy.co[n 
Welts Captul Msjisgemmt 
U^. Ctiambef ofCommctce 
Conference Boaid* 
Eaton Coiporaiion 
MaCToFiit Analytics 
National Assn. of Realiois 
IHSObbalbsight 
ColdmuiSscbi&Co. 
Argus R«sean:K Cotp. 
UCLA Business Forecasting Pr^.* 
J.W.CooniAdvisots 
RDQEcQooroics 
Wachovia 
EcoDOcniit [ntelHgence Unit 
Ceo t^ i Suie Umvereity* 

201Q Consenias: April Avg 
Top 10 Avg. 

BoUom 10 Avg 
March AvB. 

Kumber Of Forecasts ChnnEcd From A S' 

Down 
Same 

Uf 

April Median 
April Difiusion litdex 

1 
Red GDF 
{•iiiniiO 
(20OOI) 

3.4 H 
3.1 
3.0 
2.S 
I.S 
2,5 
2A 
2A 
2.3 
2.3 
2.3 
1.2 
2.1 
2.1 
2.1 
2,1 
2.1 
2,0 
2,0 
2.0 
2.0 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.8 
l.S 
1.8 
1,8 
1.7 
1.7 
1.7 
1.6 
1.6 
1.6 
I J 
1.5 
I.i 
1.4 
1,2 
I.t 
1.1 
1.0 
0,8 
0.7 
0.6 

•0.3 L 

1.8 
2.7 
0.9 
1.9 

omh AGO: 

22 
19 
9 

1.9 
37% 

2 
GDP 
Prree 
Index 

2.6 
Z.3 
U 
2,0 
2.2 
0.8 
1.2 
1.6 
2.0 
1.6 
I.I 
1,6 
2.8 
1.4 
1.2 
OJ 
OJ 
1.8 
1.5 
1.0 
0.8 
1.4 
1.0 
0.S 
0.6 
0,4 
0.2 

•0.2 L 
1.4 
1.1 
1.0 
0,8 
1.7 
\ 2 
OJ 
X3 
1.8 
0.9 
1.3 
I.O 
0.4 
1.0 
0.7 
3.2 H 
0.9 
0.9 
2 J 
1.0 
0.2 
0,8 

1.2 
2.4 
OJ 
1.2 

9 
23 
18 

I.I 
59 W 

••n-ini r ....—.in-Ill c..»_ ^nnaiv..v.y>i.-tr.v»r\ 
3 4 

Momual Coofomef 
GDP 

(Cor.S) 

6,0 H 
5.4 
4J 
45 
4.8 
3J 
3.6 
4.1 
4.4 
3.9 
3.4 
3,B 
4,9 
3.5 
3.3 
2.6 
2.5 
3.9 
3.5 
3.0 
3.0 
3J 
2.9 
2.7 
2.6 
2J 
2.1 
l.S 
3.2 
3.0 
2.8 
2.6 
3.4 
3.0 
1.8 
3.9 
3.4 
2J 
2.8 
2.6 
1.1 
2.4 
1.9 
4,3 
2.0 
1.9 
3.4 
1.7 
0.9 
0.6 L 

3.1 
4.6 
1.6 
3,2 

22 
IS 
13 

3.0 
41 U 

Fikt 
Index 

3.3 H 
2.7 
U 
2.5 
2,2 
1.5 
1.7 
2.2 
2.0 
1.6 
I J 
1.S 
3.2 
2.0 
2,0 
0.4 
0.7 
0.7 
2.0 
1.2 
IJ 
2.6 
2.0 
0.9 
1.1 
0,9 
I.t 
0.1 L 
14 
U 
1.7 
1.7 
2.0 
1.7 
1.9 
1,9 
1.8 
1.4 
2.4 
0.8 
1.2 
1.6 
0.4 
3,0 
1.8 
IJ 
2.4 
I J 
0.7 
I J 

1.6 
2.7 
0,7 
1.6 

13 
21 
16 

1,7 
53 U 

3 
luhsL 
rtOo. 

(TWJI) 

4.7 
S.I 
7.1 H 
2J 
1.4 
2.0 
1.2 
2.1 
3,3 
2.7 
6.& 
1.0 
2.3 
2.2 
4.6 
2.3 
1.4 
2.3 
1.5 
0.7 
2,3 
3.2 
1.5 
3.0 
I.S 
2.1 
0.1 
2.4 
1.7 
1.4 
0.7 
1.4 
3.8 
I J 
2.6 
1.9 
1,4 
0.5 
2.3 
0.2 
1.9 

-0.3 
-2.8 L 
2.0 

-0.9 
1.1 
0,9 
1.7 

-0.1 
-2.7 

1.9 
4.4 

•0.5 
2.0 

19 
15 
16 

I.I 
47*/t 

6 
Di's. Pei*. 

7 
Pcnocil 

Ineomi Com. Exp 
POOOS) pooos) 

3.6 
2.5 
3.7 
2.9 
2.1 
24 
0.9 
2.1 
2.9 
1.7 
5.1 H 
1.5 
1.S 
2.2 
2J 
I J 
1.8 
1.7 
2.2 
1,2 
2J 
2.4 
1.6 
1.2 
1.6 
I J 
1.9 
1.7 
15 
2.5 
0.2 
OJ 
1.4 
1.0 
0.8 
3.1 
2.1 
0.2 
2.3 
1.2 
1.6 
0.2 
12 
2J0 

-OJ 
0.0 
1.4 
1.9 
1« 

-1.2 L 

1.8 
3.1 
0.2 
2.0 

21 
IS 
11 

1.8 
40% 

2.2 
2.0 
I S 
3.1 K 
1.7 
2 J 
2.6 
11 
3.6 
1.6 
2.7 
2.0 
I J 
1.8 
1.9 
I J 
1.7 
1.9 
1.8 
IJ 
2.3 
2J 
I J 
1.7 
1.8 
1.7 
1,1 
1.9 
2.1 
I.l 
12 
13 
1.9 
0.0 L 
LO 
2.7 
1.8 
1.6 
1.9 
1.2 
10 
1.7 
1.0 
OJ 
I J 
1.1 
0.6 
1.1 
OJ 
0.2 

• 1.7 
2.5 
a7 
1,8 

19 
19 
12 

1.8 
43 K 

S 
S'ca-Res. 
Fa. lav. 
(3000 S) 

2.0 
1 7 
2.4 

•0.4 
1.1 

-8.7 
4 J H 
0.9 

-4.1 
•3J 
-1.7 
-3,2 
-1.4 
1.8 

-0.1 
-3.0 
-19 
-6.0 
•4,0 
-1.9 
-7.4 
3,6 

-3.4 
-1,3 
J.4 
•4,1 
-OJ 
•4.1 
-3.9 
•3.8 
3,0 
LI 

-4.4 
•3.4 
•0.2 
-3J 
1.9 

-1.6 
10 
14 

-8.9 
-0.1 
-8.5 
2.8 

-1.2 
^.6 
-4.9 

- I I J L 
• U 
•7.4 

-10 
17 

-71 
-12 

20 
15 
15 

-1.8 
45% 

9 
Cofp. 

Pioriti 
CCur.S) 

I3.I 
4,5 

114 
8.5 

110 
na 

)0.S 
10,0 
7.6 
6.0 

J 4.6 
•a 

10,8 
9.S 
4,0 
65 
4.9 
0,0 
5,0 
6.2 
6.1 

12 J 
2.0 
5.8 
I J 
5.0 
na 

6J 
10.1 
10 

20.2 
SJ 
7.0 
0.8 

-0,1 L 
3.9 
4J 

10,2 
2.7 
1.8 
I J 

lOJ 
0.1 
5J 

20.S H 
3.4 
a9 
4.0 
ni 

IS.0 

7.0 
14J 
1.1 
6.0 

12 
10 
24 

6.1 
63 % 

lu»r . . . ir..intn 
10 ' l l 

Treu. 
BiTb 
3-II10. 

2.0 
1.7 
1.2 
2 1 H 
IJ 
0.9 
0.7 
IJ 
1.0 
0.2 L 
0.5 
1.4 
1.4 
1.2 
I J 
0.4 
OJ 
0.7 
1.2 
0.S 
0.7 
0.9 
OJ 
n& 

0.3 
0,4 
0.4 
OJ 
1.0 
I J 
0.7 
0.9 
0.8 
0.7 
1.0 
1.7 
11 
0 1 L 
1.0 
0.9 
1.2 
0,6 
OJ 
0.5 
0.6 
1.7 
OJ 
0.9 
0.7 
OJ 

0.9 
1.7 
OJ 
1,0 

20 
24 
4 

0.9 
33% 

Teat. 
NaiiM 

lO-Yor 

3.9 
43 
3.4 
4J 
4.6 
3.6 
19 
3 J 
4J 
4J 
3.7 
3.7 
3.8 
3.7 
4J 
2.9 
3.1 
3J 
3.9 
3.5 
3.6 
3.6 
3.2 
na 

3 1 
3.1 

12 
Uoeu^ 

Rita 
{C>y.) 

8.9 
9,0 
9.0 
8.0 L 
8.5 

10.6 
9J 
9.1 
9.5 
9.0 
8.7 
8.6 
8.3 
8.7 
9.4 
9.0 
9.4 
9.8 
9.0 
9.2 
9.4 
8.9 
9.6 
9.3 
9.5 
9.3 

2.2 L 10.2 
2.9 
4.7 H 
4.1 
3.0 
3.0 
3J 
3.1 
4 J 
3.9 
3.1 
3 J 
3J 
3J 
3.2 
19 
3J 
3.4 
3J 
3.6 
4.7 H 
3.6 
16 
2.9 

3.5 
4.4 
2.8 
3.7 

18 
20 
10 

3J 
42% 

9.9 
9.8 
9.0 
9.7 
9.7 

10 J 
9.6 
9.7 
9.0 
9.5 

10.1 
9 J 
9.8 
9.7 

10.2 
9.9 
8.7 

10.4 
B.6 
9J 

10.8 
10.1 
10,9 H 

5,4 
10.4 
8.6 
9.) 

2 
15 
33 

9.4 
81% 

<^TaIil U" '̂*-̂ '̂ '̂̂  -
13 14 

Houting Aula A Ugkl 
Sliia 
(Mil,) 

a97 
O.SS 
0.98 
0.7S 
UO 
0.64 
0.37 
0.67 
0.72 
0.77 
0.9S 
0.72 
0.62 
0.95 
0.93 
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Notice: CA positions regarding decoupling/RAM have not been finaiized - this scheduie for illustrative purposes only. 

REVISED - 3/3/09 
Hawaiian Electric Company, Inc. 

Decoupling - Consumer Advocate Rate Base Illustration 
(RATE BASE CHANGE) 
Based on 2009 Test Year 

(SOOO's) 

HECO Rate Base -- Full CIPI Annualized 

1 
2 
3 
4 
5 
6 
7 

8 
9 
10 
11 
12 
13 
14 

15 

16 
17 
18 
19 

Net Plant In Service 
Plant in Service: 
Starting Balance 
Full Cost of CIP1 
Additions (excl CIPI) 
Retirements 
Ending Balance 

Accumulated DeDreciation: 
Starting Balance 
Cost of Removal 
Salvage 
Depreciation Accrual 
Retirements 
Ending Balance 

Net Plant in Service 

Deductions 
Unamortized CIAC 
Accumulated Def Income Taxes 
Total 

20 Net Rate Base (before working cash) 

21 Average Rate Base 

12/31/08 

$ 2,615,937 
1 e/'C:::.U,j 

2,615.937 

(1,242.678) 

(1.242,678) 

1,373,259 

(180,184) 
(130.002) 
(310.186) 

$ 1.063,073 

2009 Changes 

$ 

$ 

$ 

133,034 
(16.063) 
116,971 

6.770 
(277) 

(92,979) 
16,063 

(70,423) 

46,548 

(3.143) 
(3.098) 
(6,241) 

40,307 

1,160,877 

12/31/09 (a) 

$ 2,615,937 
1: ^?'?155,300!i 

133,034 
(16.063) 

2,888.208 

(1,242.678) 
6.770 
(277) 

(92,979) 
16,063 

(1.313,101) 

1,575,107 

(183.327) 
(133.100) 
(316,427) 

1.258,680 

CA2010 
Changes(b) 

$ 

$ 

106,798 

106.798 

(78.432) 

(78,432) 

28,366 

(10,000) 
(1,555) 

(11,555) 

16,810 

1,267.085 

Estimated 
12/31/10 

$ 2.615,937 
155,300 
239.832 
(16,063) 

2,995,006 

(1.242.678) 
6.770 
(277) 

(171,411) 
16,063 

(1,391.533) 

1,603.473 

(193,327) 
(134,655) 
(327,982) 

$ 1,275,490 

22 Average Chanqe in 2010 Rate Base: 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 

34 

Baseline Additions 
Major CIP Project Additions 
Accumulated Depreciation 
Net Plant 
ADIT - Baseline 
ADIT-Major CIP 
CIAC - Baseline 
CIAC - Major CIP 

Total Change in Rate Base 

Effective Pre-Tax Retum 
Gross Retum on Rate Base 

Income Statement Effects: 

(b) $ 
(b) 
(b) 

Line 20.,25 
(b) 
(b) 
(b) 
(b) 

Line 26..30 

(b) 
Line 21 x 32 

90,000 
16,798 

(78,432) 

(1,310) 
(245) 

(10.000) 
-

35 Less: CIAC Amortization (b) 
36 Add: Annualized Prior Year Depreciat (b) 
37 Revenue Requirement on Plant Additions, 

13.58% 
$ 157,632 

45,000 
8,399 

(39,216) 
1.272,863 

(655) 
(123) 

(5.000) 

$ 1.267,085 

13.58% 
$ 172,053 

Change In 
Revenue 

Requirement 

$ 14,422 

(1,000) 
2.359 

$ 15,780 

(a) Assumed 2009 "actual" year-end rate base. 
(b) Source: Original Consumer Advocate Decoupling Illustration distributed 2/27/09. 
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Hawaiian Electric Company Inc. 
Decoupling - Docket No. 2008-0274 

Estimated RAM for Year 2010 - Illustrative Example Only 

In Thousands 

1 O&M Expense Revenue Adjustment 

2 Rate Base Revenue Adjustment 

Total Revenue Adjustment 

$5,332 

$15.780 

$21,112 

Rate Per KWH in Cents- Residential 

Rate Per KWH in Cents- Non-Residential 

In Cents 

0.32620 

0.2662c 
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Rate Adjustment Mechanism ("RAM") 

The Rate Adjustment Mechanism will re-determine the individual utility's annual 
authorized base revenues each year between rate cases. As described in the Consumer 
Advocate's and HECO Companies' Joint Proposal filed on March 30, 2009, the annual base 
revenue (excluding tracked fuel, purchased power, pensions and rider recoveries) that is 
authorized by the Commission for each utility, as reflected in its most recent rate case Decision 
and Order, is used as the basis for the calculation of the amount of the incremental revenue 
adjustment for the post-test year. This base revenue is updated pursuant to RAM formulae for 
changes in designated O&M expenses, return on incremental investment in designated rate base 
components, incremental depreciation and amortization expenses, and changes in costs due to 
changes in tax laws or regulations. 

The amount by which rates should be adjusted for these RAM changes is determined in 
two separate calculations: one for the calculation of O&M Expenses for the post test year period 
and one for the calculation of the post test year rate base and the associated changes in required 
return on investment and depreciation/amortization, so as to yield the change in target base 
revenues (collectively, the RAM Revenue Adjustment) as described in Exhibit B of the Final 
Joint Proposal.' However, since the time of the Joint Proposal filing, the Consumer Advocate 
and the Companies have further reviewed the procedures to be used in these calculations and are 
proposing two minor revisions. These revisions are; 1) to not escalate interest on customer 
deposits, and 2) to revise certain dates used to submit filings and to determine GDPPI projections. 

In general, the Companies and Consumer Advocate have agreed that labor expenses will 
be escalated by the general wage rate increase provided for in the currently effective union labor 
agreements, reduced by a productivity factor of 0.76% and non-labor expenses are to be 
escalated by a GDPPI forecast for the RAM year. Since the filing of the Joint Proposal, the 
Consumer Advocate and the Companies have determined that interest on customer deposits, 
should be excluded from the non-labor escalations since customer deposits, as reflected in the 
calculation of the rate base RAM, will remain unchanged from that most recently authorized by 
the Commission in the Companies' rate cases. 

With respect to procedural dates, because the Consumer Advocate and the Companies 
have agreed to delay the RBA and RAM annual filings from February 28 to March 31 and the 
effective date of RAM changes from May 1 to June 1, the Blue Chip Economic Indicators 
consensus forecast to be used for the GDPPI projection will be the February forecast in the RAM 
year instead of the January forecast as originally agreed. 

An illustrative example of the calculation for the O&M expenses revenue adjustment for 
2010 is provided as Attachment 1 to Exhibit C and is based on the HECO Company's asserted 
2009 test year revenue requirement^, a 3.7% labor escalator (based on the 2010 general wage rate 
increase as agreed to in the union bargaining agreement of 4.5%, less 0.76% productivity factor). 

' The Joint Proposal 
^ Rate Case Update, Docket No. 2008-0083, HECO T-23. Attachment 2. 
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Nonlabor expenses are escalated in this illustrafion by 1.2%, which is based on the most recently 
issued (April 10, 2009) Blue Chip Economic Indicators' consensus projection. 

On Attachment 2 to Exhibit C, an illustrative example of the calculation for the revenue 
adjustment for the post test year rate base is provided. This example was provided by the 
Consumer Advocate to participants in the Technical Workshop held on April 20, 2009, and is 
based on information and data available to the Consumer Advocate at that time. A description of 
the methodology and data used for the calculation is provided in Exhibit B of the Final Joint 
Proposal. The Consumer Advocate and the Companies continue to meet and jointly review the 
historical data that will be used in this calculation to ensure the accuracy of the inputs into the 
calculation. 

Using these HECO illustrafive examples, the total RAM Revenue Adjustment for the post 
test year 2010 is $21,112,000 and, based on the most recent 2010 sales forecast, would amount to 
$0.003262 per kwh for residenfial usage and $0.002662 for nonresidenfial usage (see Attachment 
3 to Exhibit C). This would mean that a typical household on Oahu, assuming 600 kwh of usage, 
would experience a monthly increase of $1.96 in its electricity bill due to the implementation of 
the RAM beginning in June of 2010 through May 2011. 
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Decoupling Docket 
ECAC Position 

The Energy Cost Adjustment Clause ("ECAC") contains an efficiency factor, or fixed 
heat rate, which serves as an incentive to the utilities to operate their generating units 
efficienUy. However, in their preliminary statements of position, Haiku Design and 
Analysis ("HDA"), DBEDT, and HREA recommended that the efficiency factor be 
eliminated and the ECAC permit full pass through of fuel costs. HDA has provided 
analyses supporting advocacy of this position. 

HDA made this recommendation for two reasons. First, making the ECAC a full cost 
pass through mechanism ensures that the ufilities will more accurately recover their fixed 
costs through the sales decoupling mechanism as sales levels change. 

Second, as more renewable energy is added to a utility's system grid, the actual system 
heat rate is likely to deteriorate; therefore, maintaining the fixed heat rate in the ECAC 
incents the utility to maintain a more efficient system to the detriment of renewable 
energy purchases. 

In their Initial Statement of Position on Haiku Design and Analysis' Decoupling Proposal, 
filed on March 30, 2009, the HECO Companies, 

"agree[dl that marginal costs may differ from average costs when sales fluctuate 
and agree[d] further that nearly all of the marginal costs are fuel and purchased 
energy costs. However, the sales decoupling mechanism included in the Joint 
Proposal removes all fuel and purchased energy costs that are recovered through 
base rates and through the ECAC from both the Commission-approved revenue 
requirements and from actual billed revenues. Furthermore, the quarterly ECAC 
reconciliations, filed in the Companies' February, May, August, and November 
Energy Cost Adjustment Factor ("ECAF") filings adjust ECAC revenues for any 
changes in fuel and purchased energy expenses due to sales fluctuations, subject 
to the fixed heat rate incentive (efficiency factor). Therefore, by removing the 
revenue that recovers fuel and purchased energy expenses from both 
Commission-approved revenues and actual billed revenues, the effect of sales 
fluctuations on marginal costs are appropriately and accurately accounted for." 

In the April 20, 2009 Technical Meeting, the HECO Companies identified the reasons for 
keeping the fixed heat rate. First, the fixed heat rate provides an effective incentive for 
the utilities to maintain their generating units in order to run as efficiently as possible. 
Second, the fixed heat rate serves as a risk sharing mechanism, such that the utilities are 
at risk of not recovering all of their fuel expenses if they do not properly manage the 
generating units' operating parameters under their control. 

Nevertheless, the HECO Companies agree with HDA that the fixed heat rate could result 
in the utilities recovering more or less than their fixed costs under sales decoupling, and 
that the fixed heat rate may incent the utilifies to take less renewable energy under certain 
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circumstances. The system heat rate worsens because utility generators must often be 
taken off of economic dispatch to accommodate increased levels of renewable energy. 

Therefore, at the April 20, 2009 Technical Meeting, the HECO Companies stated that, in 
addition to considering HDA's proposal, they would consider a deadband around the 
fixed sales heat rates in the ECAC that preserves an effective incentive to operate 
efficiently, but also reduces the disincentive to accommodate increased amounts of 
renewable energy. 

The HECO Companies and the Consumer Advocate jointly propose that a 50 btu/kwh 
sales deadband be established above and below each of the fixed sales heat rates by fuel-
type in HECO's ECAC. For example, if the heat rate for LSFO-fueled HECO units 
approved by the Commission is 11,000 btu/kwh sales, the upper deadband threshold 
would be 11,050 btu/kwh sales and the lower deadband threshold would be 10,950 
btu/kwh sales. 

If the actual fuel-type sales heat rates are between the upper and lower deadband 
thresholds, the ECAC would operate as a full cost pass through and HECO would recover 
all of its fuel costs for that fuel type. However, if HECO operated poorly (had a worse 
efficiency), it would not recover any expenses resulting from an actual sales heat rate 
above the upper threshold. If HECO operated well (had a better efficiency), it would 
keep any expenses saved resulting from a sales heat rate below the lower threshold. 

The proposed deadband width of 50 btu/kwh sales is based on the 19 btu/kwh sales 
reduction in total system efficiency factors of 0.011185 mbtu/kwh in HECO's direct 
tesfimony (HECO-1039, line 3) and 0.011166 mbtu/kwh in HECO's December rate case 
update (Rate Case Update, HECO T-10, page 28 of 38), which reflected a 2.3% decrease 
in sales (Rate Case Update, HECO T-2, page 1 of 48). Based on assumpfions of potential 
future impacts of decoupling may be equivalent to a 5% reduction in sales between rate 
cases and that the relationship between the change in sales and the change in efficiency 
factor is linear, then a deadband width of 50 btu/kwh sales above and below the test year 
sales heat rate is reasonable. The proposed 50 btu/kwh sales deadband represents less 
than 1 % of the system sales heat rate for HECO. The applicafion of the deadband in 
HECO's ECAC would take effect upon the issuance of a final Decision and Order by the 
Commission approving revenue decoupling in the instant docket based on sales heat rates 
as approved by the Commission in HECO's 2009 test year rate proceeding. 

Once approved in the final D&O as described above, HECO's monthly ECA factor 
filings will be calculated assuming there is a complete pass through of fuel costs. The 
actual heat rates by fuel type would be averaged quarterly to coincide with the quarterly 
ECA reconciliations currently conducted by each company. To the extent that each of 
the sales heat rates by fuel type exceed the upper or be below the lower deadband 
thresholds, respectively, the ECAC revenues would be adjusted when the quarterly 
ECAC reconciliation balance is cleared as an adjustment to the ECA factor calculafions. 
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The concept of sales heat rate deadbands by fuel type also applies to HELCO and MECO. 
However, more analyses will be conducted by the Companies to determine the 
appropriate deadband widths for each company. 
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Docket No. 2008-0274 
Decoupling Proceeding 

HCEI Status Report 

On March 30, 2009, the Parfies' to the decoupling docket. Docket No. 2008-0724, filed 
their respective initial statements of position. The State of Hawaii Department of Business, 
Economic Development, and Tourism ("DBEDT"), in its Opening Statement of Position on a 
Decoupling Mechanism for HECO/HELCO/MECO, raised the issue of "adjusting the target 
revenue requirements based on performance metrics related to the HECO Companies' 
commitments under the Energy Agreement." Also, the Hawaii Renewable Energy Alliance 
("HREA"), in its Initial Statement of Position, and Blue Planet, in its Joinder and Supplemental 
Opening Statement of Position stated their support of measures to link implementation of 
decoupling to the pace of renewable deployment and the achievement of Energy Agreement 
goals. 

DBEDT^ and Blue Planet^ proposed performance metrics that envisioned tying 
decoupling revenue collection to measurement of: the number of New Net Energy Metering 
(MW or customers), the number of Pay-as-you-save program participants (MW or customers), 
the amount of New Renewable Energy purchased under the Feed-in-Tariff ("FIT") (MW or 
kWh), the increase in other renewable/nonfossil-based energy generation (MW or kWh), the 
amount of decrease in fossil oil used during the year, and the amount of increase in energy 
savings (kWh) resulting from energy efficiency programs and demand-side programs. Based on 
certain assumptions and a goal that RPS is modified to be 70% by 2030 and there is no Energy 
Efficiency Portfolio Standard ("EEPS"), HREA proposed two approaches to performance 
measurement: (1) a straight line approach based on an annual additional RPS goal of 2.75%, and 
(2) a Specific Projects/Activities approach."^ 

The imposition of the performance metrics as a condition of inifial approval of 
decoupling, as recommended by DBEDT, Blue Planet, and HREA is unreasonable and 
unnecessary. As discussed in the technical workshop held on April 20, 2009, for instance, the 
Pay-as-you-save and demand-side management programs will be administered by the Public 
Benefits Administrator.^ Thus, the success of these programs will be a result of the effectiveness 

' The Parties are: The HECO Companies (Hawaiian Electric Company, Inc., ("HECO"). Hawaii Electric Light 
Company, Inc. ("HELCO"), and Maui Electric Company, Ltd. ("MECO"), Division of Consumer Advocacy of the 
Department of Commerce and Consumer Affairs ("Consumer Advocate"). Department of Business Economic 
Development & Tourism ("DBEDT"), Haiku Design and Analysis ("HDA"), Blue Planet Foundation ("Blue 
Planet"), Hawaii Renewable Energy Alliance ("HREA"), Hawaii Holdings, LLC, dba First Wind Hawaii ("First 
Wind"), and Hawaii Solar Energy Association (HSEA"). 
^See DBEDT's Opening Statement of Position on a Decoupling Mechanism for HECO/HELCO/MECO, page 7, 
filed on March 30, 2009 and DBEDT's response to CA/DBEDT-IR-3, filed on April 15, 2009, in the instant 
proceeding. 

See Blue Planet's response to CA/BPF-IR-1, pages 1-2, filed on April 15, 2009, in the instant proceeding. 
^ See HREA's response to CA/HREA-IR-1, filed on April 13, 2009. 
^ Order Denying HECO Companies Amendments to SolarSaver Pilot Program, Filed on December 31, 2008, filed 
on April 9, 2009, in Docket No. 2006-0425. Decision and Order no. 23258, Docket no. 05-0069, filed February 13, 
2007. as clarified by Order No. 23448, filed May 21. 2007. 
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of the Public Benefits Adminstrator and is largely beyond the control of the HECO Companies. 
Similarly, the number of new net energy metering customers achieved is dependent on 
customers' actions in developing their own sources of energy, which is ulfimately based on their 
individual financial resources, future energy market condifions and willingness to undertake new 
technologies, factors which are also beyond the control of the HECO Companies. 

The Consumer Advocate responded to the technical workshop participants that the Joint 
Proposal achieves balance by not only giving the Companies considerable financial stability at 
the inception of HCEI implementation, but the proposed RAM terms are designed to be 
conservafive, simple, offer consumer protection, and provide "re-opener provisions". The re-
opener provisions include the reconsideration of the RAM in the Companies' next round of rate 
cases, the need for HECO to make a showing that continuation or modification is appropriate. 
The Consumer Advocated noted that concems about the customer impacts from decoupling, 
HECO's effectiveness in supporting and achieving the HCEI goals, performance relative to 
overall HCEI objectives, and impact on the Companies' achieved return on equity may all be 
considered. The re-opener was intended to provide a window of opportunity for the Consumer 
Advocate and other parties to thoroughly review all of these issues and to examine the need for 
confinuation of decoupling and its RBA/RAM elements. 

Secondly, in the October 20, 2008 Energy Agreement among the State of Hawaii, 
Division of Consumer Advocacy of the Department of Consumer Affairs, and the Hawaiian 
Electric Companies ("Energy Agreement"), the Governor's office, DBEDT, the Consumer 
Advocate, and the Companies agreed that the Renewable Portfolio Standard ("RPS") is an 
effective structure to track the Hawaiian Electric Companies' obligation to add renewable energy. 
On page 2 of the preamble of the Energy Agreement, the signatories state that "All [Energy 
Agreement] parties agree that a Renewable Portfolio Standard ("RPS") is an effective structure 
for the Hawaiian Electric Companies' obligation to add renewable energy. Therefore, the parties 
agree to seek legislative changes to the existing RPS..." The RPS Framework already includes 
defacto enforcement and penalty provisions which were ordered by the Commission under 
Hawaii's RPS law.̂  Under the Energy Agreement, the RPS goals would be substanfially 
increased to 25% by 2020 and 40% by 2030 while eliminating energy efficiency and 
conservation entirely from consideration as contributors lo the RPS targets after 2014. The 
Legislature has passed H.B. No. 1464, H.D. 3, S.D. 2, CD. 1, which, when signed into law by 
the Governor, will effectuate the change in the RPS law. Also, the Energy Agreement includes a 
provision that imported biofuel generafion cannot account for more than 30% of the RPS target 
through 2015. Imposing another set of metrics is redundant, may doubly penalize the Companies 
for underperformance, and would require addifional resource commitments by the Companies, 
Consumer Advocate, and Commission to respecfively generate, analyze, and review any added 
reports to be filed by the Companies. 

Thirdly, there are existing mechanisms in the Energy Agreement which are reinforced in 
the Joint Proposal on Decoupling ("Joint Proposal") and Joint Final Statement of Position of 
the HECO Companies and the Consumer Advocate ("Final SOP") to ensure that the RAM will 

^ See the Companies' response to the NRRI Scoping Paper, Appendix 2, question 7, pages 4-5. 
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be reviewed so that it is "operating in the interest of the ratepayers." These include the 
Commission reviewing the decoupling mechanism at any fime; the Consumer Advocate and 
Companies may request to review the impact of the decoupling mechanism; and the Commission 
may unilaterally discontinue the decoupling mechanism if it finds the public interest requires 
such action. In addition, page 1 of Exhibit B (Rate Adjustment Mechanism Provision) as filed in 
the Joint Proposal also stales "This mechanism is subject to review and continuafion, termination 
or modification in the utility's next base rate case proceeding, upon a showing by the ufility and 
finding by the Commission that continuafion or modification is appropriate". Thus the need lo 
confinue decoupling and the RAM will be reviewed by the Commission during each of the 
Companies' next rate cases which have been proposed to occur beginning in the 2011 test year 
and on a regular three-year cycle thereafter. At that lime, there should be some actual HCEI 
performance to measure and HECO's role in supporting such performance will be an issue ripe 
for consideration by the Commission. 

Finally, tying performance metrics lo the RAM is inconsistent with the purpose of the 
decoupling provision, as reflected in the Energy Agreement. As slated by the signatories on 
page 1 of the Energy Agreement, "we recognize the need to assure that Hawaii preserves a stable 
electric grid to minimize disruption lo service quality and reliability. In addition, we recognize 
the need for a financially sound electric utility... we recognize that a system of ufility regulation 
will be needed to assure Hawaii preserves a stable electric grid and a financially sound electric 
utility as vital components of our renewable energy future." Thus, the Energy Agreement 
recognizes that the Companies must continue to perform their ufility obligations, but barriers 
must be removed for the Companies "to pursue aggressive demand-response, load management 
and customer-owned or third-party owned renewable energy systems while giving the ufilifies an 
opportunitv to achieve fair rates of retum (underline added)." Thus, decoupling and the revenue 
adjustment mechanism were not linked in the HCEI Agreement to any "more formal quid pro 
quo arrangement".^ 

However, as a means of resolving this issue with the other parties in the instant 
proceeding, the Consumer Advocate proposed in the April 20, 2009 technical workshop, and the 
Companies have agreed to provide a detailed report on the status of HCEI initiatives such as 
New Net Energy Metering (MW and customers), the amount of New Renewable Energy 
purchased under the Feed-in-Tariff ("FIT") (MW or kWh) when effecfive, the increase in other 
renewable/nonfossil-based energy generation (MW or kWh), ("HCEI Status Report") as part of 
its testimony and exhibits in the next cycle of rate cases. This performance reporting will be 
timely and relevant in the proceedings where the Commission will determine if the decoupling 
mechanism and its RBA or RAM elements should be continued, modified, or terminated. The 
Companies have also agreed to explicitly include language in the RAM tariff provision 
memorializing their commitment to provide the HCEI Status Report in the next rale case cycle. 
See Exhibit B to Joint Final Statement of Position, page 1. 

' See Energy Agreement, page 33. 
^See Blue Planet Foundation's Joinder and Supplemental Opening Statement of Position, page 6. 
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